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ABSTRACT 

Knowledge  of  the  behavioral  implications  of  accounting 
is  essential  for  both  practicing  and  academic  accountants, 
whether  they  desire  to  carry  out  further  research,  or  simply 
to  better  understand  the  accounting  function.  Assimilation 
of  the  body  of  knowledge  known  as  behavioral  accounting  re¬ 
search  is  difficult  for  many  reasons.  Three  of  these  are: 

(1)  accounting  has  many  behavioral  implications,  (2)  be¬ 
havioral  accountants  have  employed  a  variety  of  research 
methodologies,  and  (3)  the  complex  nature  of  the  behavioral 
sciences  poses  an  onerous  task  for  those  wishing  to  under¬ 
stand  the  foundations  of  behavioral  accounting  research. 

The  purpose  of  this  thesis  is  to  alleviate  these  difficulties. 

The  present  body  of  research  in  behavioral  accounting 
is  also  characterized  by  numerous  weaknesses.  These  weak¬ 
nesses  are  caused  by  a  lack  of  experience  on  the  part  of 
behavioral  accountants  combined  with  the  ubiquitous  nature 
of  the  behavioral  sciences.  One  result  has  been  the  use  of 
weak  or  inappropriate  assumptions  by  some  behavioral  account¬ 
ants.  This  thesis  advocates  that  accounting  researchers  be¬ 
come  better  versed  in  the  behavioral  sciences  in  order  to 
more  adequately  evaluate  the  effects  of  employing  different 
variables  under  alternative  conditions. 
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A  second  weakness  concerns  attempts  by  researchers 
to  construct  all-purpose  strategies  for  various  accounting 
functions.  This  approach  fails  to  consider  the  numerous 
factors  which  affect  human  behavior.  While  recognizing 
that  complete  agreement  on  appropriate  input  variables  is 
an  impractical  objective,  this  thesis  nonetheless  recommends 
that  accounting  researchers  work  more  closely  with  each 
other,  and  with  behavioral  scientists,  in  order  to  accomplish 
their  objectives  in  a  more  effective  manner. 

The  final  weakness  concerns  the  approaches  to  empirical 
verification.  It  is  concluded  that  field  settings  are 
superior  to  laboratory  experimentation.  The  latter  is  ac¬ 
ceptable  in  certain  instances,  but  the  validity  of  the 
findings  may  be  doubtful.  This  is  due  to  the  problems 
inherent  in  selection  of  subjects  and  provision  of  an 
appropriate  setting.  Gaining  access  to  an  appropriate  field 
setting  is  difficult,  but  the  results  should  be  rewarding. 

This  thesis  also  advocates  that  behavioral  accountants 
educate  themselves  regarding  the  strengths  and  weaknesses 
of  various  approaches  to  empirical  validation. 
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CHAPTER  I 


INTRODUCTION 


Within  the  last  decade  there  has  been  a  tremendous 
growth  of  work  and  interest  in  the  field  of  behavioral  ac¬ 
counting.  Knowledge  of  the  behavioral  implications  of  ac¬ 
counting  is  necessary  for  accountants  whether  they  be  inter¬ 
ested  in  doing  further  research  or  simply  expanding  their 
understanding  of  the  accounting  function. 

Numerous  books  and  articles  have  been  published 
which  deal  with  the  behavior  of  accountants  and  the  behavior 
of  non-accountants  as  they  are  influenced  by  accounting 
functions.  This  thesis  reviews  this  body  of  literature  which 
we  shall  label,  ’’behavioral  accounting  research." 

The  Problem 

Understanding  the  behavioral  implications  of  the 
accounting  function  is  essential  for  both  academic  and 
practicing  accountants.  Unfortunately,  difficulties  present 
themselves  to  accountants  who  wish  to  assimilate  the  research 
done  in  this  area.  Three  of  these  difficulties  are  discussed 
below . 

First,  accounting  has  many  behavioral  implications. 
The  research  covers  such  diverse  topics  as  human  resource 
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measurement,  control  and  motivation  of  employees,  and 
organization  structure  and  goals.  The  onerous  task  of 
constructing  a  logical  framework  with  which  to  analyse  the 
various  works  is  made  more  difficult  by  the  impossibility 
of  separating  many  behavioral  considerations  from  economic 
and  quantitative  factors. 

Behavioral  accountants  have  employed  a  variety  of 
research  methodologies  in  undertaking  their  research. 

This  gives  rise  to  the  second  problem  area.  The  validity  of 
conclusions  reached  through  the  deductive  approach  is  con¬ 
tingent  upon  two  factors  :  the  initial  assumptions  must  be 
valid;  and  the  process  of  logical  deduction  must,  in  fact, 
be  logical.  The  veracity  of  results  obtained  via  inductive 
research  depends  on  the  appropriateness  of  the  techniques 
employed  and  proper  treatment  of  variables.  Our  ability  to 
evaluate  the  research  in  question  is  partially  dependent  on 
our  comprehension  of  the  relationship  between  the  methodologies 
employed  and  the  conclusions  drawn. 

The  third  difficulty  stems  from  the  fact  that  behav¬ 
ioral  accounting  has  its  foundations  in  the  behavioral 
sciences.  It  is  virtually  impossible  for  one  person  to  be¬ 
come  adequately  versed  in  both  accounting  and  the  behavioral 
sciences.  Nevertheless  a  reasonable  behavioral  background  is 
necessary,  if  one  wishes  to  evaluate  the  validity  of  the  as¬ 
sumptions  employed.  For  this  reason,  familiarity  with  at  least 
some  of  the  important  works  in  this  latter  field  is  necessary 
if  one  aspires  to  become  reasonably  well  versed  in  the  field 
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of  behavioral  accounting. 

The  problem  is  not  one  of  "learning"  what  has  been 
done  in  behavioral  accounting;  it  is  one  of  acquiring  the 
tools  and  background  to  permit  understanding  and  evaluation. 

Ob j ectives 

The  conceptual  objective  of  this  thesis  is  to 
facilitate  assimilation  of  behavioral  accounting  research. 

In  more  concrete  terms ,  the  objective  is  to  review  and  dis¬ 
cuss,  within  a  logical  framework,  various  research  efforts 
in  behavioral  accounting.  This  objective  is  made  operational 
through  factoring  into  the  following: 

1.  Review  the  research  methodologies  employed  in 
behavioral  accounting. 

2.  Review  the  foundations  of  behavioral  accounting 
research . 

3.  Review  and  analyze  behavioral  accounting  research 
within  a  logical  framework. 

4.  Summarize  the  results  of  the  review  and  analysis. 

Methodology  and  Organization 

The  objectives  of  this  thesis  are  accomplished 
through  a  library  research  of  relevant  material  in  accounting 
and  the  behavioral  sciences.  Chapter  II  reviews  and  evaluates 
various  approaches  to  research.  The  primary  classifications 
are  the  deductive  and  inductive  methods.  Chapter  III  reviews 
relevant  theories  from  the  behavioral  sciences .  Emphasis 
is  on  the  evolution  of  current  assumptions  about  the  nature  of 


man  and  the  behavior  of  organizations. 

Chapters  IV  and  V  review  and  analyze  behavioral 
accounting  research.  They  deal  with  deductive  and  in¬ 
ductive  research  respectively.  Both  chapters  are  divided 
into  topical  areas  within  which  relevant  works  are  reviewed 
and  analyzed.  Summaries  of  Chapters  IV  and  V  appear  at  the 
ends  of  the  respective  chapters  with  final  integration  of 
the  review  and  analysis  as  well  as  suggestions  for  future 
research,  being  contained  in  Chapter  VI. 

Scope  and  Limitations 

The  objectives  of  this  thesis,  while  dictating  a 
relatively  wide  scope,  do  not  encompass  the  areas  of  social 
priorities  or  practical  application.  Any  contribution  made 
is  to  accounting  theory  and  not  practice.  A  great  deal  more 
investigation  and  interpretation  is  required  before  most  of 
the  findings  contained  herein  are  applicable  for  everyday 
use  . 

An  attempt  has  been  made  to  include  a  wide  cross- 
section  of  behavioral  accounting  research  rather  than  to 
cover  a  few  questions  in  depth.  It  is  impossible  however,  t 
include  all  of  the  contributions.  Our  approach  therefore 
requires  selecting  works  such  that  we  can  accomplish  our 
objective  without  the  coverage  reaching  unwiedly  proportions 

Emphasis  has  been  on  selecting  the  most  important 
and  influencial  research  efforts.  The  main  criteria  of 
importance  is  the  frequency  of  reference  to  an  article  in 
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the  behavioral  accounting  literature  and  the  accounting 
literature  in  general.  The  number  of  times  that  all  or 
part  of  a  particular  work  has  been  published  in  various 
journals  or  books  is  also  an  influencing  factor.  These 
criteria  could  not  be  applied  to  some  of  the  recent  articles, 
and  selection  thus  fell  to  the  writer’s  judgement,  which 
was  influenced  by  the  topic  discussed  and  the  background  of 
the  author.  The  above  criteria  were  applied  to  a  list  of 
works  compiled  from  a  survey  of  various  journals  and 
collections  of  articles .  This  method  of  selection  is  rel¬ 
atively  objective  and  should  therefore  have  minimal  effect 
on  the  conclusions  reached. 

Other  less  crucial  limitations  are  apparent. 

Neither  the  discussion  of  research  methodologies  nor  the 
review  of  behavioral  theories  is  all  encompassing.  An  at¬ 
tempt  is  made  however,  to  include  the  more  important 
business-related  works  from  these  fields. 

Almost  all  of  the  material  dealt  with  in  this  review 
is  of  American  origin.  Justification  for  this  rests  on  the 
fact  that  Americans  have  been  in  the  forefront  of  theory 
development  in  behavioral  accounting.  It  is  felt  that  our 
findings  are,  for  the  most  part,  valid  for  Canada  as  well. 
While  it  Is  true  that  there  are  some  economic  and  cultural 
differences  between  Canada  and  the  United  States,  these  are 
largely  outweighed  by  the  numerous  similarities.  Attempts 
to  determine  possible  wider  universality  of  our  findings  is 
beyond  the  scope  of  this  thesis. 
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CHAPTER  II 


RESEARCH  METHODOLOGIES  IN  BEHAVIORAL  ACCOUNTING 

In  a  recent  paper  intitled,  "Implications  of 
Behavioral  Science  for  Managerial  Accounting/’  Birnberg 
and  Nath  state,  "Any  review  of  the  methodology  employed 
by  accountants  cannot  help  but  highlight  the  resourceful¬ 
ness  of  the  researchers.  They  have  utilized  a  variety  of 
methods  to  reduce  their  problem  to  a  more  tractable  form.” 
An  understanding  of  the  diverse  research  methodologies 
used,  as  well  as  their  underlying  concepts,  is  a  neces¬ 
sary  prerequisite  for  discussing  and  evaluating  behav¬ 
ioral  accounting  research.  This  chapter  provides  a  back¬ 
ground  to  facilitate  discussion  in  succeeding  chapters. 

This  review  of  research  methodologies  includes  a 
look  at  the  present  state  of  the  art,  followed  by  a  dis¬ 
cussion  of  the  deductive  and  inductive  approaches  to  re¬ 
search.  There  is  currently  a  lack  of  co-ordination  and 
co-operation  among  researchers  in  behavioral  accounting. 
Works  on  similar  or  identical  topics  sometimes  appears  to 
yield  conflicting  results.  Some  of  these  discrepancies 
may  be  attributed  to  the  utilization  of  different  method- 

"^Jacob  G.  Birnberg  and  Raghu  Nath,  "Implications 
of  Behavioral  Science  for  Managerial  Accounting,"  The 
Accounting  Review,  XLII  (July,  1967),  p.  W. 
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ologies  on  varying  levels  of  abstraction.  Evaluation  of 
the  various  findings  therefore  requires  minimizing 
variances  resulting  from  the  use  of  different  research 
methodologies . 

Towards  this  end,  a  review  of  the  deductive  and 
inductive  approaches  is  undertaken.  The  discussion  of 
the  former  concentrates  on  axiomatic  structuring,  a  form 
of  deductive  reasoning  commonly  employed  in  behavioral 
accounting  research.  Discussion  of  the  inductive  ap¬ 
proach  centers  on  the  strengths  and  weaknesses  of  various 
means  of  empirical  testing.  This  emphasis  stems  from 
the  fact  that  the  validity  of  inductive  research  depends 
largely  on  the  appropriateness  of  the  techniques  em¬ 
ployed  to  test  hypotheses. 

The  scope  of  this  chapter  is  limited,  in  that  the 
level  of  abstraction  falls  between  the  extremeties  of  a 
more  complete  discussion  which  would  range  from  techniques 
of  data  collection  to  investigation  of  the  philosophical 
foundation  of  concept  formation.  The  emphasis,  rather, 
is  on  operationalizing  basic  research  concepts  as  they 
are  applied  to  behavioral  accounting. 

PRESENT  STATE  OF  THE  ART 

Hofstedt  and  Kinard  have  recently  mounted  a 
scathing  attack  on  researchers  in  behavioral  accounting 
and  indeed,  all  of  the  behavioral  sciences,  for  their 
lack  of  co-ordination  and  co-operation.  One  need  not 
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survey  the  literature  very  extensively  to  agree  with 
them  that  ’’present  behavioral  research  on  any  one  prob¬ 
lem  is  fragmented,  inconclusive  and  often  contradic- 

2 

tory.”  To  illustrate  this  point  they  cite  three  studies: 
’’Copporate  Personality  as  Reflected  in  Accounting  Dec¬ 
isions  :  Some  Preliminary  Findings,’’  (George  H.  Sorter 
and  Selwyn  Becker,  Journal  of  Accounting  Research, 

Autumn,  1964);  ’’Accounting  Concepts  and  Behavioral 
Hypotheses,”  (Reginald  Gynther,  The  Accounting  Review, 

April  1967);  and  "A  Behavioral  Study  of  Tax  Allocation 
in  Electric  Utility  Regulation,”  (John  L.  Livingstone, 

The  Accounting  Review,  July  1967).  They  also  point  to 
the  Stedry  versus  Becker  and  Green  exchange.  They  claim 
that  these  latter  researchers  "use  different  methods, 
different  dependent  variables,  cite  different  authorities, 
hold  different  variables  constant  (or  assume  them  away) 
and  -  not  very  surprisingly  -  come  to  different  conclusions. 

Hofstedt  and  Kinard  attribute  this  lack  of  co¬ 
ordination  within  existing  research  to  failure  to  employ 

2 

Thomas  R.  Hofstedt  and  James  C.  Kinard,  "A  Strategy 
for  Behavioral  Accounting  Research,"  The  Accounting  Review, 
XVL  (January,  1970),  p.  42. 

3 

Selwyn  W.  Becker  and  David  Green  Jr.,  "Budgeting  and 
Employee  Behavior,"  Journal  of  Business,  XXXV  (October, 

1962)  ,  pp.  392-402. 

Andrew  C.  Stedry,  "Budgeting  and  Employee  Behavior: 

A  Reply,"  Journal  of  Business,  XXXVII  (April,  1964), 

pp.  195-202. 

Selwyn  W.  Becker  and  David  Green  Jr.,  "Budgeting  and 
Employee  Behavior:  A  Rejoinder  to  a  ’Reply’,"  Journal  of 
Business ,  XXXVII  (April,  1964),  pp .  203-205. 

^Hofstedt  and  Kinard,  op .  cit .  ,  XVL,  p.  43. 
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a  programmatic  or  planned  approach  to  the  acquisition  of 
behavioral  accounting  knowledge.  Such  an  approach  would 
necessarily  involve  a  study  of  the  relationships  among 
all  the  important  variables  in  behavioral  accounting 
research.  This  framework  would  provide  a  means  for 
facilitating  the  orderly  progression  of  research  from  its 
abstract  beginnings  to  its  applied  conclusion.  Although 
this  strategy  may  not  prove  practical  due  to  the  fact  it 
runs  counter  to  many  concepts  of  academic  freedom,  it 
none-the-less  lends  an  interesting  perspective  to  the 
discussion  of  research  to  date. 

THE  DEDUCTIVE  PROCESS 

Deduction  is  the  process  of  reasoning  from  the 
general  to  the  specific  according  to  the  laws  of  logic 
developed  by  philosophers  of  science.  In  the  deductive 
form  of  reasoning  each  statement  should  be  justified  by 
"an  observed  fact,  a  clearly  understood  assumption,  or 
an  accepted  rule  of  logic.’  Progression  from  one  step 
to  the  next  is  done  according  to  the  requirements  of 
the  deductive  process  or  ’’logical  calculus”  which 
Papandreou  has  outlined  as  follows: 

5 

Robert  G.  Murdick,  Business  Research:  Concept 
and  Practice  (Scranton,  Penn.:  International  Textbook 
Co.,  1969),  p.  195. 
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”1.  A  list  of  symbols  (or  marks)  which  themselves 
are  devoid  of  meaning; 

2.  A  list  of  rules  of  permissible  sequences 

of  symbols  (Trules  of  formation’  or  ’initial 
formulas ’ ) ; 

3.  A  statement  of  the  rules  of  deductive  in¬ 
ference  by  which  the^initial  formulae  of  (2) 
may  be  transformed.” 

Following  these  rules,  researchers  are  able  to 
derive  a  proof  without  the  necessity  of  proving  the 
theorems  within  the  system  all  over  again.  The  reliance 
of  various  researchers  on  the  theorems  necessitates  the 
first  requirement  above  which  stipulates  that  the  ’’sym¬ 
bols”  or  terms  be  devoid  of  meaning.  The  presence  of 
intuitive  or  psychological  factors  would  detract  from 
the  usefulness  of  the  theorem  as  an  analytical  or  logical 
truth.  The  logical  or  deductive  approach  thus  has 
technical  advantages  in  that  it  economizes  on  effort  and 
removes  language  and  psychological  impediments.  From 
a  more  conceptual  standpoint,  it  provides  a  structure 
within  which  research  can  proceed  in  an  orderly,  fashion. 

Axiomatic  Structuring 

Given  the  state  of  research  in  accounting, 

Milton  Spencer,  a  few  years  ago,  advocated  the  axiomatic 

^Andreas  G.  Papandreou  ,  Economics  as  a  Science 
(New  York:  J.  B.  Lippincott  Co.,  1958),  p.  15,  in  Carl 
T.  Devine,  ’’Research  Methodology  and  Accounting  Theory 
Formation,”  The  Accounting  Review,  XXXV  (July,  i960), 
p.  387. 
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structuring  of  the  subject  as  the  most  appropriate  form  of 

7 

deductive  reasoning  to  employ.  This  method  is  widely 
used  in  behavioral  accounting.  It  differs  from  the  normal 
context  of  the  deductive  method  in  that  one  begins  with 
uncertain  statements  of  postulates  involving  some  undefined 
terms.  From  this  base  it  is  possible  to  deduce  further 
statements  as  logical  consequences  of  the  unproved  state¬ 
ments.  The  four  types  of  statements  which  constitute  the 
axiomatic  method  are: 

”1.  Undefined  or  primitive  terms; 

2.  Definitions  of  technical  terms; 

3.  Axioms  or  postulates; 

g 

4.  Theorems  or  deduced  statements.” 

The  use  of  undefined  terms  may  be  confusing 
unless  thought  of  in  a  mathematical  sense.  It  is 
impossible  for  example,  for  a  mathematician  to  define 
a  ’line’  or  a  ’point’  except  by  giving  its  characteristics. 
Attempts  to  understand  these  definitions  in  a  manner  other 
than  intuitively,  leads  to  circularity  of  reasoning. 

These  terms  are  thus  accepted  in  the  same  manner  as  the 
axioms  or  postulates  which  they  are  used  to  form. 

Axioms  or  postulates  are  assumed  primary  state¬ 
ments  from  which  other  statements  called  theorems  are 
deduced  by  means  of  logical  calculus.  The  validity  of 

7 

Milton  H.  Spencer,  ’’Axiomatic  Method  and  Ac¬ 
counting  Science,”  The  Accounting  Review,  XXXVIII  (April, 
1963),  pp.  310-11. 


Ibid. 
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the  theorems  thus  depends  on  the  "truth”  of  the  axioms  or 
postulates  (assuming  the  logical  calculus  is  in  fact 
logical) .  Examples  of  such  primary  statements  in  ac¬ 
counting  include  the  assumption  of  a  stable  monetary 
unit  and  frequently,  the  goal  of  profit  maximization. 

The  limitations  of  the  axiomatic  approach  stem 
from  the  assumed  nature  of  the  underlying  statements. 

If  one  accepts  the  findings  of  some  current  behavioral 
research  in  business  regarding  the  complex  nature  of 
company  goals,  then  all  accounting  theory  based  on  the 
assumed  goal  of  profit  maximization  must  be  reexamined 
to  determine  the  effects  of  altering  this  axiom.  In 
most  instances,  disagreement  regarding  the  validity  of 
postulates  is  a  matter  of  small  degree,  but  causes  major 
confusion  and  divergence  of  opinion  before  reaching  the 
level  of  a  theorem. 

As  with  most  tools  of  research,  the  axiomatic 
approach  has  its  advantages  as  well  as  disadvantages. 
Mattessich  has  enumerated  the  advantages  of  the  deductive 
approach  as  follows: 

”1.  It  introduces  great  generality  which  proves 
to  be  highly  economical. 

2.  It  liberates  the  structure  from  the  facade. 

3.  It  opens  new  perspectives....  Features  which 
have  been  hidden  behind  the  technical 
language  of  the  accountant.... 

^ .  It  brings  more  rigorous  ordering  to  what 
some  call  ‘the  art  of  ordering’.... 
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5.  It  may  facilitate  the  translation  of  concepts 
of  one  branch  of  accounting  into  the  concepts 
of  another  branch. ”9 

Unproven  or  assumed  statements  are  both  the  strength 
and  weakness  of  the  axiomatic  method.  Although  vulnerable 
to  contradiction,  they  none-the-less  provide  a  base  from 
which  orderly  inference  can  proceed.  Nor  is  the  scope  of 
such  a  base  limited  by  the  necessity  of  confirming  the 
assumptions.  Confirmation  is  only  necessary  as  a  pre¬ 
requisite  to  formation  of  a  theory  or  model  designed  to 
describe  or  predict. 


THE  INDUCTIVE  PROCESS 

Inductive  reasoning  establishes  the  validity  of 
axioms  or  postulates  upon  which  theories  are  based.  In 
its  simplest  form  it  consists  of  constructing  and  testing 
hypotheses  which  explain  an  observed  phenomena  or  relation¬ 
ship.  The  concepts,  definitions,  and  classifications  via 
which  raw  data  is  transformed  into  a  hypothesis  are  pro¬ 
vided  by  the  deductive  process. 

If  subsequent  observations  indicate  that  the  truth 
or  predictive  probability  of  the  hypothesis  is  high  enough 
to  satisfy  those  interested  in  the  field,  the  hypothesis 
may  be  promoted  to  a  theory  and  provisionally  added  to 

^Richard  Mattessich,  "Toward  a  General  and  Axiomatic 
Foundation  of  Accounting  with  an  Introduction  to  the  Matrix 
Formulation  of  Accounting  Systems,”  Accounting  Research, 
VIII  (October,  1957),  pp .  329-330,  quoted  in  Devine,  op. 
cit .  ,  XXXV,  p.  390. 


the  beliefs  which  comprise  the  knowledge  of  man.  It  can 
hence  forth  be  combined  with  deductive  logic  to  suggest 
and  help  formulate  further  hypotheses.  Unlike  deduced 
theorems,  the  conclusions  reached  from  testing  hypotheses 
can  only  be  probablistic  in  nature  due  to  the  fact  they 
are  based  on  observed  phenomena  which  may  vary  with  time, 
the  composition  of  the  sample,  or  some  other  variable. 

The  hypothesis  limits  future  observations  to 
relevant  factors  and  thus  it  must  be  simple  enough  to 
allow  the  researcher  to  handle  the  variables  involved. 
Even  then,  the  researcher  must  constantly  examine  his 
method  to  determine  whether  he  has  classified  factors 
properly,  recognized  interaction  among  variables,  and 
taken  into  account  random  variations.  Failure  to  con¬ 
sider  these  and  other  problems  will  detract  from  the  use¬ 
fulness  of  his  work. 

Empirical  Testing 

There  are  two  basic  methods  for  testing  hypothesis 
correlational  and  experimental.^  Both  types  of  research 
can  be  conducted  in  either  the  laboratory  or  the  field. 

In  behavioral  accounting,  most  experimental  research  has 
been  done  in  the  laboratory  while  the  correlational 
approach  has  been  used  primarily  in  the  field. 

Correlational  research  involves  observation  of 

"^Jonathan  L.  Freedman,  J.  Merrill  Carlsmith  and 
David  0.  Sears,  Social  Psychology  (Englewood  Cliffs,  N.  J 
Prentice-Hall  Inc.,  1970),  p.  422. 
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relationships  between  two  or  more  variables.  This 
approach  allows  the  researcher  to  collect  data  on 
numerous  variables  from  a  large  sample  of  subjects. 

The  major  weakness  of  this  approach  is  the  ambiguous 
nature  of  cause  and  effect  relationships.  In  addition 
to  this  problem,  there  is  the  possibility  that  relation¬ 
ships  are  caused  by  factors  not  incorporated  in  the 
study . 

Each  study  of  this  type  contains  variables  more- 
or-less  unique  unto  itself.  It  is  therefore  difficult 
to  generalize  regarding  those  factors  which  should  or 
should  not  be  included.  The  review  and  analysis  of 
deductive  works  in  Chapter  V  includes  comments  on  the 
utilization  of  this  approach  in  specific  situations. 

The  experimental  approach  involves  the  mani¬ 
pulation  of  variables  by  the  researcher.  This  method, 
unlike  the  correlational  approach,  is  usually  designed 
to  yield  a  clear  indication  of  the  direction  of  cause 
and  effect  relationships.  The  major  advantage  of  this 
approach  derives  from  its  ability  to  isolate  variables 
and  their  effects.  On  the  other  hand,  appropriate  man¬ 
ipulation  of  variables  is  quite  difficult.  The  selection 
of  subjects  for  the  experiment  also  poses  a  crucial 
problem . 

Most  of  the  experimental  research  in  behavioral 
accounting  has  been  conducted  in  a  laboratory  setting. 
This  is  due  in  large  part  to  the  lack  of  opportunity  for 
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extensive  and  systematic  studies  in  the  real  world,  a 
problem  common  to  most  of  the  social  sciences.  The 
following  discussion  of  the  experimental  approach  in 
behavioral  accounting  is  concerned  primarily  with  the 
laboratory  setting,  although  many  of  the  comments  apply 
equally  to  experimental  studies  conducted  in  the  field. 

The  fact  that  experiments  can  never  duplicate  the 
real  world  is  a  limiting  factor  which  detracts  from  much 
of  accounting  research.  The  first  problem  concerns 
selection  of  subjects.  Students  have  served  most  commonly 
as  subjects  of  such  experiments.  Churchill  found,  however, 
that  students  and  workers  did  not  behave  as  if  drawn  from 
the  same  population.11  Likewise  Alpert  reached  con¬ 
clusions  "which  cast  doubt  on  the  validity  of  the  practice 
of  interpreting  business  behavior  based  on  the  results  of 

behavioral  experiments  in  which  non-businessmen  or  else 

12 

unknown  subjects  surrogated  for  businessmen." 

Even  if  businessmen  are  selected  as  subjects, 
care  must  be  taken  to  ensure  that  they  are  representative 
of  the  population.  Dyckman’s  subjects  were  apparently 
businessmen  attending  special  courses  at  Cornell.  The 
very  fact  that  these  men  were  taking  special  courses 

11N.  C.  Churchill  and  W.  W.  Cooper,  "Effects  of 
Auditing  Records :  Individual  Task  Accomplishment  and 
Organizational  Objectives,"  in  W.  W.  Cooper,  H.  J.  Leavitt, 
and  M.  W.  Shelley  III,  (eds.).  New  Perspectives  in  Qrgan- 
izational  Research  (New  York:  John  Wiley  &  Sons  Inc., 

1964)  ,  p.  27V 

12 

Bernard  Alpert,  "Non-Businessmen  as  Surrogates 
for  Businessmen  in  Behavioral  Experiments,"  Journal  of 
Business ,  XL  (April,  1967),  p.  207- 
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may  bias  the  results  of  the  study  on  the  grounds  that 
these  men  shared  attitudes  not  held  by  businessmen  In 
general ,  either  as  a  result  of  personal  characteristics 
or  their  work  environment.  Although  it  is  possible  to 
overcome  many  of  the  problems  associated  with  using  non¬ 
businessmen  (such  as  lack  of  common  skills  and  experience 
as  well  perhaps,  as  some  differing  basic  personality 
traits),  the  researcher  must  still  exercise  great  care  • 
in  his  selection  of  subjects. 

A  second  problem  present  in  laboratory  experi¬ 
mentation  concerns  environmental  variables  including  the 
task,  the  setting,  and  the  reward  structure.  Birnberg 

and  Nath  feel  that  accountants  doing  experimental  research 

11 

have  not  concentrated  enough  effort  in  this  area.  They 
have  found  that  businessmen  playing  a  simulated  business 
game  will  reject  the  game  if  the  results  of  their  decisions 
do  not  correspond  to  expectations  based  on  their  managerial 
experiences.  This  is  an  example  of  how  an  inappropriate 
setting  may  elicit  unintended  responses  from  the  most 
carefully  selected  panel  of  subjects. 

The  nature  of  the  task  is  also  important .  Within 
accounting  research  there  are  four  characteristics  or 
dimensions  associated  with  the  task: 

13 

Jacob  G.  Birnberg  and  Raghu  Nath,  "Laboratory 
Experimentation  in  Accounting  Research,"  The  Accounting 
Review ,  XLII  (January,  1968),  p.  42. 
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”1.  The  mental  or  physical  skills  required. 

2.  The  intrinsic  interest  of  the  task. 

3.  The  subject’s  familiarity  with  the  task 
prior  to  the  experimental  situation. 

1  4 

4.  The  level  of  difficulty  of  the  task." 

The  first  two  items  are  important  considerations 
in  selecting  the  task.  If  the  real  life  counterpart  of 
the  task  chosen  for  the  experiment  involves  boredom  and 
fatigue  with  pay  as  the  main  motivator,  it  is  important 
that  the  experimenter  simulate  these  conditions  and 
employ . external  motivation  rather  than  trying  to  inject 
conditions  which  stimulate  intrinsic  interest. 

The  requirement  that  a  subject  be  familiar  with 
the  task  prior  to  the  experiment  is  self-explanatory 
assuming  the  researcher  does  not  want  this  to  be  a 
variable.  It  will  never  be  possible  to  select  subjects 
with  equal  skills  and  experience,  but  it  is  important 
that  efforts  be  made  to  control  this  variable.  The  level 
of  difficulty  of  the  task  is  also  important,  for  this  may 
affect  the  effort  expended  by  the  subjects  and  thus  bias 
the  results.  Having  met  these  requirements  it  remains 
for  the  experimenter  to  ensure  that  the  subjects  interpret 
their  task  as  being  what  he  intends . 

The  experimental  reward  structure  is  important 
because  of  its  parallel  to  the  real  world  situation  and 
also  because  it  is  the  main  factor  determining  the  subjects’ 
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Ibid.  ,  XLII,  p.  43. 
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involvement  in  the  experimental  situation.  Explicit 
rewards  are  easy  to  control  although  the  effects  may  not 
be  analogous  to  the  real  world  situation.  Implicit 
rewards  on  the  other  hand  are  difficult  to  control,  as 
are  their  effects.  It  is  questionable  whether  a  business¬ 
man  would  react  realistically  if  involved  in  a  business 
game  where  the  only  rewards  are  a  result  of  his  intrinsic 
interest  in  the  game.  An  explicit  reward  function 
could  conceivably  be  set  up  for  such  a  game,  but  the 
type  of  subject  attracted  might  be  influenced  by  the 
necessary  inclusion  of  a  penalty  as  well  as  a  reward 
structure . 

The  major  difference  between  the  correlational 
and  experimental  approaches  is  the  degree  of  control 
attainable.  By  sacrificing  control,  the  correlational 
method  allows  the  researcher  to  secure  a  larger  sample 
of  appropriate  subjects,  thereby  minimizing  a  major 
criticism  of  the  experimental  method.  The  correlational 
approach  also  eliminates  the  undesired  effects  that  may 
arise  when  simulating  a  complex  environment  in  an 
experiment . 


SUMMARY 

A  variety  of  research  methodologies  are  employed 
in  behavioral  accounting  research.  Comparison  of  findings 
in  related  areas  requires  examination  of  the  method  used 
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by  the  investigator.  The  validity  of  conclusions  reached 
through  the  deductive  method  depends  on  the  initial 
assumptions  employed  and  adherence  to  the  laws  of  logical 
inference.  Valid  inductive  research  requires  proper 
construction  of  hypotheses  and  appropriate  techniques 
for  their  testing.  There  are  numerous  variables  which 
must  be  controlled  if  empirical  tests  are  to  yield 
unbiased  results. 


CHAPTER  III 


FOUNDATIONS  OF  BEHAVIORAL  ACCOUNTING  RESEARCH 

The  implications  of  the  behavioral  sciences  for 
accounting  are  numerous.  A  managerial  accounting  system 
which  seeks  to  control  and  motivate  workers  cannot  rely 
entirely  on  economic  rewards  and  closeness  of  supervision. 
Behavioral  research  indicates  that  man  is  motivated  by 
many  diverse  factors  including  a  need  for  affection  and  a 
sense  of  accomplishment.  Gratification  of  these  needs  is 
often  thwarted  by  rigid  hierarchical  structures  and  de¬ 
tailed  task  specialization,  both  characteristic  of  modern 
organizations . 

This  chapter  reviews  the  literature  of  the  behav¬ 
ioral  sciences.  Findings  in  this  field  provide  the  foun¬ 
dations  for  research  in  behavioral  accounting.  They 
provide  the  assumptions  and  concepts  which  constitute  the 
basic  building  blocks  of  behavioral  accounting  research. 
Familiarity  with  these  foundations  thus  contributes  to 
one’s  understanding  of  behavioral  accounting. 

Knowledge  of  the  behavioral  sciences  is  also 
valuable  for  evaluating  the  research  done  in  behavioral 
accounting.  The  behavioral  sciences,  unfortunately,  do 
not  always  provide  unified  theories  from  which  definite 
conclusions  can  be  drawn.  Analysis  of  apparent  conflicts 
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in  behavioral  accounting  research  must  therefore  include 
examination  of  the  authorities  cited.  Attention  must 
also  be  focused  on  the  appropriateness  of  applying  various 
behavioral  assumptions  and  theories  to  the  business 
setting  in  general,  and  the  accounting  function  in  par¬ 
ticular  . 

The  review  presented  herein  covers  some  of  the 
more  important  business-related  works  in  the  behavioral 
sciences.  The  first  section  traces  the  historical 
evolution  of  assumptions  about  the  nature  of  man.  The 
discussion  of  these  assumptions  follows  a  typology 
developed  by  Edgar  Schein.^  The  four  sets  of  assump¬ 
tions  are  termed;  rational-economic,  social,  self- 
actualizing,  and  complex.  The  earlier  theories  try  to 
neatly  categorize  the  behavior  of  man.  Only  recently 
has  man’s  extremely  complex  nature  been  recognized. 

The  second  section  deals  with  the  behavior  of 
organizations.  The  traditional  theory  of  the  firm  is 
outlined  and  contrasted  with  the  ’’behavioral,”  or  modern 
theory.  Emphasis  is  on  the  complex  nature  of  organization¬ 
al  goals  and  structure.  Traditional  theories  about  the 
firm,  like  those  concerning  individuals,  attempt  to 
construct  an  orderly  framework  for  explanation  and  pre¬ 
diction.  These  efforts  eventually  led  to  the  conclusion 

■^Edgar  H.  Schein,  Organizational  Psychology 
(Englewood  Cliffs,  N.  J. :  Prentice-Hall  Inc.,  1965), 
pp.  1I7“63  • 
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that  the  complexities  of  individual  behavior  were  com¬ 
pounded  when  men  joined  to  form  organizations. 

THE  NATURE  OF  MAN 

The  accounting  system  provides  the  means  via 
which  organizations  operationalize  their  goals.  In 
designing  systems  to  control  and  reward  workers, 
accountants  make  assumptions  about  the  nature  of  man. 

This  section  discusses  some  of  these  assumptions  and 
points  out  the  behavioral  implications  of  the  resulting 
accounting  system. 

Early  students  of  organizational  behavior  were 
quite  certain  that  the  effort  expended  by  workers  was 
directly  related  to  the  size  of  the  rewards  and  the  close¬ 
ness  of  supervision.  Frederick  W.  Taylor  developed  this 
theory  to  the  full.  The  work  of  Taylor  and  others  of  the 
rational-economic  school  has  been  summarized  by  McGregor 
in  his  Theory  X. 

One  of  the  first  criticisms  of  this  theory  was 
raised  by  Elton  Mayo  who  isolated  some  non-economic 
variables  which  influenced  the  performance  of  workers. 

His  findings  are  contained  in  the  discussion  of  the  social, 
or  human  relations  approach. 

The  realization  that  both  social  and  economic 
factors  affected  man’s  productivity  prompted  attempts  by 
researchers  to  place  these  and  other  variables  in  a  logical 
framework.  Maslow  was  one  who  succeeded.  His  hierarchy 
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of  needs  ranges  from  the  basic  physiological  needs  to  the 
highest  level  which  he  terms  the  self-actualization  need. 
Herzberg  has  only  two  classes  of  needs,  which  are  in¬ 
fluenced  by  hygiene  and  motivating  factors. 

McGregor’s  Theory  Y  is  a  blend  of  self-actualizing 
assumptions  and  more  recent  assumptions,  the  latter  termed 
"complex"  by  Schein.  Present  day  assumptions  reflect  not 
only  new  knowledge  about  man’s  behavior,  but  also  the 
changing  character  of  society. 

Rational-Economic  Man 

The  classical  theory  of  the  rational-economic  man 

is  based  on  principles  such  as  task  specialization,  unity 

of  command,  span  of  control, etc.  For  the  most  part  early 

assumptions  were  derived  from  studies  of  the  military  and 

2 

the  Catholic  Church.  These  models  differ  significantly 
from  modern  industrial  organizations.  The  resulting 
theories  largely  ignore  environmental  factors. 

Taylor  is  recognized  as  being  the  prime  modern  day 
contributor  to  this  theory  with  his  principles  of  scientific 
management.  His  approach  treated  man  as  an  extension  of 
a  machine.  Concentration  was  thus  focused  on  time  and 
motion  studies  designed  to  determine  optimally  efficient, 

2 

Douglas  McGregor,  The  Human  Side  of  Enterprise 
(New  York:  McGraw-Hill,  I960) ,  p.  l6. 

Frederick  W.  Taylor,  The  Principles  of  Scientific 
Management  (New  York:  Harper  and  Brothers,  1911). 
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physical  movement.  Motivation  was  considered  as  solely  a 
function  of  pay.  Piece-work  wages  were  therefore  considered 
ideal.  This  approach  has  as  its  central  tenet,  division 
of  labour. 

Implicit  in  Taylor’s  theory  is  the  assumption  that 

man  is  motivated  primarily  by  economic  gain.  Because 

economic  incentives  are  controlled  by  the  organization,  it 

is  within  the  power  of  the  latter  to  direct  man  in  a 

rational  direction,  thereby  overcoming  his  essentially 

irrational  and  unpredictable  traits.  McGregor  has  listed 

these  traditional  assumptions  and  called  them  Theory  X, 

as  opposed  to  his  summary  of  modern  behavioral  theory, 

4 

which  he  labels  Theory  Y. 

Foremost  in  his  presentation  of  the  traditional 
view  is  the  assumption  that  man  inherently  dislikes  work 
and  will  go  to  great  lengths  to  avoid  it.  Acceptance  of 
this  assumption  results  in  management  practices  that 
emphasize  punishment  and  control.  Economic  rewards  are 
viewed  as  the  appropriate  means  of  eliciting  efforts  from 
employees.  Rewards  In  themselves,  however,  are  not 
sufficient  because  workers  continually  demand  higher  ones. 
Such  an  approach  Is  justified  by  a  further  assumption  which 
holds  that  man  seeks  security  above  all  else,  even  at  the 
expense  of  responsibility  and  ambition.  While  McGregor 
concedes  that  these  assumptions  explain  some  human  behavior, 

^McGregor,  op .  cit .  ,  pp .  33~5$. 
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he  points  out  that  "there  are  many  readily  observable 
phenomena  in  industry  and  elsewhere,  which  are  not  con- 
sistent  with  this  view  of  human  nature.” 

An  accounting  system  based  on  these  assumptions 
would  emphasize  control  and  rewards.  Poor  performance 
would  be  countered  by  designing  new  bonus  systems  and 
examining  the  control  techniques.  This  approach  further 
assumes  that  the  accounting  system  itself  is  neutral  and 
technically  correct.  It  would  thus  permit  accurate 
comparison  of  costs  and  benefits.  The  discussion  of  more 
recent  theories  below  indicates  that  this  approach  is  much 
too  simple  and  may  in  fact,  have  dysfunctional  consequences. 

Social  Man 

The  social  man,  or  human  relations  approach,  is 
based  primarily  on  the  Hawthorne  studies,  and  a  subsequent 
set  of  assumptions  developed  by  Mayo . ^  It  rapidly  gained 
acceptance  among  the  many  behavioral  researchers  who  could 
not  explain  observed  phenomena  by  the  classical  approach; 
particularly  why  workers  failed  to  maximize  output  under 
a  piece  rate  pay  system.  From  these  studies  it  was  con¬ 
cluded  that  social  norms,  rather  than  physical  capabilities, 
governed  the  level  of  production. 

5Ibid_.  ,  p.  35. 

^Elton  Mayo,  The  Social  Problems  of  an  Industrial 
Civilization  (London:  Routledge  and  Kegan  Paul  Ltd.,  19^9). 
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Mayo  discovered  that  many  workers  felt  alienated 

and  lacked  a  sense  of  identity.  He  also  found  that  workers 

tended  to  band  together  to  resist  the  threat  implied  by 

* 

being  placed  in  competition  with  other  workers .  As  a 
result,  Mayo  assumed  that  man’s  primary  motivators  were 
social  needs,  rather  than  incentives  and  controls  im¬ 
posed  by  management .  Workers  obtained  their  basic  sense 
of  identity  through  relationships  with  their  peer  groups . 
The  influence  of  management  was  limited  by  the  extent  to 
which  the  supervisor  fulfilled  the  social  needs  of  his 
subordinates.  Underlying  these  assumptions  was  the  belief 
that  post-industrial  revolution  organizations  do  not 
provide  jobs  from  which  a  worker  can  derive  satisfaction 
through  accomplishment . 

These  studies  also  revealed  that  social  norms  rather 
than  physical  capacity  governed  production.  The  desire  for 
economic  rewards  could  be  curtailed  by  a  desire  for 
affection  and  respect .  In  addition  to  this  were  feelings 
among  the  workers  (not  always  without  foundation) ,  that 
increased  productivity  would  result  in  reduced  piece- 
rates.  It  was  thus  concluded  that  production  rates  were 
influenced,  if  not  in  fact  determined,  by  the  workers 
rather  than  by  the  controls  and  rewards  of  management. 

The  most  important  contribution  of  the  human 
relations  school  Is  the  recognition  of  informal  groups, 
and  their  ability  to  fulfill  the  social  needs  of  the 
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workers.  "Enlightened  management"  came  to  recognize  that 
it  must  deal  with  workers  as  members  of  groups,  and  thus 
directed  their  efforts  towards  influencing  group  standards 
and  norms.  The  best  avenue  of  influence  is  the  group 
leader  who,  ideally,  is  the  immediate  supervisor. 

The  major  implication  of  these  assumptions  for 
accounting  is  the  deemphasizing  of  the  individual  control 
aspect.  Also  the  system  would  replace  individual  rewards 
with  group  incentives.  The  importance  of  the  accounting 
system  as  a  motivating  factor  would  be  decreased  in  favour 
of  closer  personal  relationships  between  management  and 
workers . 

The  degree  to  which  accountants  incorporate  the 
social  man  assumptions  is  related  to  their  view  of  the 
accounting  function.  If  the  system  is  assumed  neutral 
and  objective,  the  areas  of  emphasis  would  be  shifted,  but 
many  of  the  characteristics  of  the  rational-economic  man 
approach  would  be  retained.  If,  on  the  other  hand,  the 
system  is  assumed  discretionary,  the  social  man  assumptions 
imply  that  subordinates  would  be  involved  in  the  setting 
of  budgets,  standards,  etc.  Unfortunately,  man’s  needs 
are  not  as  easily  gratified  as  the  social  man  assumptions 
would  lead  us  to  believe. 

Self-Actualizing  Man 

This  set  of  assumptions  grew  out  of  disagreement 
with  the  human  relations  approach  which  centered  around 
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fulfilling  man’s  social  needs.  The  self-actualizing 
school,  like  the  human  relations  writers,  disagreed  with 
the  rational-economic  assumptions  which  held  that  monetary 
reward  was  the  prime  motivator.  There  was  also  agreement 
that  most  jobs  in  modern  industry  are  so  specialized  and 
fragmented  that  the  worker  could  not  gain  satisfaction 
by  relating  his  task  to  the  goals  of  the  organization. 

Those  of  the  self-actualizing  school  felt,  however,  that 
the  way  to  regain  this  satisfaction  was  to  allow  man  to 
use  his  capabilities  in  a  mature  productive  manner.  Such 
an  approach  has  been  presented  by  Maslow  and  Herzberg  as 
well  as  others. 

Rather  than  providing  atomistic  lists  of  needs  or 
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drives,  Maslow  has  arranged  them  in  a  continuous  hierarchy. 
He  emphasizes  the  fact  that  man  is  never  completely  satis¬ 
fied,  although  one  may  experience  a  "for  the  moment”  satis¬ 
faction  resulting  from  relief  from  one’s  most  pressing  need. 
The  five  basic  needs  included  in  Maslow’ s  hierarchy  are: 

1.  Physiological  needs. 

2.  Safety  needs. 

3.  Belongingness  and  love  needs. 

4 .  Esteem  needs . 

Q 

5.  Self-actualization  need. 

The  physiological  needs  serve  as  a  starting  point 
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Schein,  op.  cit .  ,  p.  56. 
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°A .  H.  Maslow,  Motivation  and  Personality  (New  York; 
Harper  and  Brothers ,  195^7^ 

^ I b i d . ,  pp .  80-92. 
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for  motivation  theory.  They  include  the  basic  needs  of 
hunger,  thirst,  sex,  and  fatigue,  plus  an  almost  in- 
exaustible  list  of  specific  needs  such  as  vitamins,  min¬ 
erals,  oxygen,  etc.  Unlike  most  drives,  the  physiological 
needs  can  be  isolated  and  described  with  a  reasonable 
degree  of  specificity.  Until  these  needs  are  filled,  man- 
does  not  concern  himself  with  higher  needs.  Fortunately, 
the  instances  where  these  needs  are  not  met  are  rare  in 
our  society.  Consequently,  their  importance  to  modern 
motivation  theory  is  negligible. 

If  physiological  needs  are  fulfilled,  safety  needs 
will  emerge.  These  needs  range  from  the  very  basic  de¬ 
sire  for  protection  against  wild  animals,  criminal  assault, 
etc.,  to  such  phenomena  as  preferences  for  a  "secure”  job 
or  the  desire  for  life  insurance.  The  drive  to  overcome 
these  needs,  as  well  as  the  lesser  desires  for  a  stable 
environment,  has  resulted  in  continuous  efforts  to  create 
an  orderly  society.  The  environment  we  have  created  has, 
in  fact,  fulfilled  most  of  our  safety  needs.  Some  lesser 
ones  still  remain  however,  and  the  more  basic  ones  quickly 
come  to  the  fore  in  time  of  emergency. 

If  the  physiological  and  safety  needs  are  fairly 
well  gratified,  love,  affection,  and  belonging  needs  will 
emerge.  Man  will  desire  the  presence  of  friends,  a  wife, 
and  children,  as  well  as  a  "place  in  the  group."  Failure 
to  fulfill  these  needs  commonly  leads  to  maladjustment  of 
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the  individual. 

Satisfaction  of  the  need  for  love  and  belonging 
results  in  man  desiring  self-respect,  exemplified  by  a 
desire  for  achievement ,  and  competence.  The  desire  for 
the  esteem  or  respect  of  others  involves  reputation, 
prestige,  status,  and  appreciation.  Satisfaction  of  these 
needs  leads  to  feelings  of  confidence,  worth,  and  cap¬ 
ability;  thwarting  of  these  needs  leads  to  feelings  of 
inferiority  and  helplessness. 

According  to  Maslow,  satisfying  all  the  above  needs 
will  still  result  in  discontent  and  restlessness  on  the 
part  of  the  individual.  He  calls  this  highest  need,  self- 
actualization.  It  refers  to  a  desire  for  self-fulfillment 
or  "the  desire  to  become  more  and  more  what  one  is,  to 
become  everything  that  one  is  capable  of  becoming.”^ 
Expression  of  this  need  may  take  the  form  of  athletics, 
writing  a  symphony,  or  being  a  good  father.  One  may  seek 
to  actualize  in  many  areas,  but  his  occupation  is  generally 
one  of  the  most  important. 

The  studies  of  Herzberg  et  al .  seem  to  agree  with 
Maslow’ s  theory.^  Herzberg  conducted  a  series  of  inter¬ 
views  in  an  attempt  to  determine  the  effects  of  various 
factors  on  job  attitudes.  The  results  of  his  studies  led 

10Ibid . ,  p.  92. 

■^Frederick  Herzberg,  Bernard  Mausner,  Barbra  Block 
Synderman,  The  Motivation  to  Work  (New  York:  John  Wiley 
and  Sons  Inc . ,  1959 ) . 
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him  to  divide  the  factors  into  two  categories,  hygiene  and 
motivators.  The  hygiene  factors  correspond  roughly  with 
Maslow’s  first  two  levels  of  needs.  They  convey  to  the 
individual  the  impression  that  he  is  working  in  an  organ¬ 
ized  and  healthy  environment.  Specifically,  Herzberg 
lists  supervision,  interpersonal  relations,  physical 
working  conditions,  salary,  company  policies  and  admin¬ 
istrative  practices,  and  benefits  and  job  security.  As 
one  might  expect,  it  was  found  that  deterioration  in  these 
factors  leads  to  job  dissatisfaction.  Fulfilling  these 
needs,  however,  does  not  result  in  positive  attitudes  to¬ 
wards  the  job  beyond  the  expectation  that  one  provide  "a 
fair  day ’ s  work . " 

Herzberg  relates  this  to  the  failure  of  the  hygiene 
factors  to  fulfill  the  self-actualization  need.  The  factors 
which  elicit  positive  job  attitudes  and  satisfaction,  he 
labels  "motivators."  Examples  are  perceived  achievement , 
recognition,  responsibility,  and  advancement.  Total 
separation  of  the  two  sets  of  factors  is,  of  course,  im¬ 
possible,  The  latter  ones  must  rest  on  a  reasonable 
foundation  provided  by  the  former  set. 

The  environment  of  both  sets  of  factors  is  also 
important.  In  some  job  situations,  hygiene  factors  are 
extremely  important  because  there  is  little  opportunity 
for  self-actualization.  On  a  broader  level,  it  is  neces¬ 
sary  to  keep  in  mind  that  Herzberg  is  discussing  a  society 
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in  which  individuals  expect  all  of  the  hygiene  needs  to 
be  gratified.  The  same  results  might  not  be  found  in 
other  societies.  Finally  it  is  important  to  stress  the 
interrelated  nature  of  hygiene  and  motivating  factors. 

Money,  for  example,  may  be  a  hygiene  factor  in  some 
instances.  In  others,  it  may  be  evidence  of  recognition 
and  achievement . 

Drawing  on  the  work  of  Maslow  and  Herzberg  et  al . , 
it  is  now  possible  to  derive  a  set  of  assumptions  regarding 
the  "self-actualizing  man."  Given  that  man  seeks  self- 
actualization  once  his  other  needs  are  more  or  less  ful¬ 
filled,  we  must  therefore  assume  that  man  is  mature  and 
adaptive,  as  well  as  being  self-motivated  and  self-controlled. 
Such  a  person  would  be  expected  to  react  adversely  to 
externally  imposed  controls  and  incentives.  It  must  also 
be  assumed  that  self-actualization  and  effective  organ¬ 
izational  performance  are  congruent  goals.  That  is,  there 
will  be  voluntary  integration  of  individual  and  organ¬ 
izational  goals. 

The  accounting  system  which  operates  under  these 
assumptions  would  concentrate  on  the  score-keeping  function. 
Control  and  motivation  would  both  flow  from  the  task  in¬ 
stead  of  being  imposed  externally.  The  Importance  of  the 
accounting  function  would  be  further  decreased  because  the 
workers  would  have  a  moral,  rather  than  calculative  commit¬ 
ment  to  organizational  goals.  Attempts  to  provide  external 
motivation  or  control  would  only  serve  to  lessen  overall 
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performance . 

Even  if  these  assumptions  are  valid,  their  appli¬ 
cation  is  difficult.  Technological  factors,  for  example, 
often  preclude  creation  of  tasks  which  allow  fulfillment 
of  the  self-actualization  need.  Also,  it  is  possible  that 
workers  do  not  expect  to  self-actualize  through  their  job, 
but  rather  through  their  leisure  activities.  If  this  is 
true,  the  accounting  function  may  be  important  for  moti¬ 
vation  and  control  on  the  job. 

Schein  suggests  that  a  "calculative-utilitarian" 
contract  may  meet  the  expectations  of  workers  at  lower 
levels.  On  the  other  hand,  it  seems  reasonable  to  assume 
that  Herzberg’s  "motivators"  are  quite  important  at  the 
professional  and  managerial  levels.  Questions  such  as 
these  are  among  those  which  behavioral  accounting  researchers 
are  attempting  to  answer. 

Complex  Man 

The  assumptions  of  the  self -actualizing  man  are 
employed  by  McGregor  in  constructing  his  Theory  Y.  He 
combines  these  assumptions  with  other  recent  findings 
regarding  human  behavior  to  formulate  generalizations  that 
aid  in  the  management  of  human  resources.  His  first  gen¬ 
eralization  states  that  man  has  an  inherent  ambition  to 
undertake  physical  and  mental  effort.  McGregor  concedes 
that  control  and  punishment  will  induce  effort  to  an  extent, 
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but  he  argues  that  "man  will  exercise  self-direction  and 

self-control  in  the  service  of  objectives  to  which  he  is 
12 

committed."  Commitment  however,  is  a  function  of 
rewards,  the  most  important  of  which  are  self-esteem  and 
self-actualization.  McGregor  also  feels  that  most  humans 
are  highly  creative,  adaptive,  and  ambitious;  but  that 
their  intellectual  capacities  are  under-utilized  by  most 
organizations . 

The  foundations  of  a  behavioral  theory  which  McGregor 
has  formulated  are  actually  a  blend  of  the  self-actualizing 
man,  and  complex  man  assumptions.  The  assumptions  of  a 
complex  man  are  a  combination  of  research  findings  over  the 
past  few  decades.  From  this  research,  behavioral  scientists 
are  in  agreement  on  only  one  point;  man  is  far  more  complex 
than  has  been  recognized  by  previous  theories.  Empirical 
studies  have  supported,  in  part,  numerous  conceptions  of 
man,  but  there  has  been  a  tendency  for  the.  findings  to 
raise  as  many  questions  as  they  answer.  In  addition, 
researchers  are  faced  with  the  growing  complexity  of  society 
and  the  organizations  within  society. 

12 

Man  is  not  only  complex,  but  also  variable.  His 
hierarchical  arrangement  of  needs  is  a  function  of  his 
experiences  and  environment.  It  is  subject  to  change  over 
time.  Motivation  patterns  within  an  individual  differ, 
depending  on  the  setting  or  organizational  situation. 
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McGregor,  op .  cit .  ,  p.  47. 
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Schein,  op.  cit.,  p.  60. 
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The  only  conclusion  that  can  be  drawn  from  these  assump¬ 
tions  is  that  accountants  concerned  with  problems  of 
human  behavior  must  guard  against  looking  for  Mthe  answer" 
in  favour  of  an  inquiring  and  diagnostic  attitude. 

ORGANIZATIONAL  BEHAVIOR 

Recent  theories  of  human  behavior  combined  with 
the  growth  of  complex  business  organizations,  has  resulted 
in  a  critical  examination  by  accountants,  of  the  assump¬ 
tions  and  theories  regarding  the  nature  of  the  firm. 

Some  of  the  traditional  assumptions  about  the  firm  are 
basic  to  accounting  theory  and  practice.  It  is  therefore 
important  to  examine  some  recent  behavioral  assumptions 
regarding  the  firm  as  a  further  prerequisite  to  discussing 
behavioral  accounting  research. 

We  will  look  first  at  the  traditional  theory  of 
the  firm  and  then  discuss  more  recent  theories.  The 
traditional  theory  is  a  logical  extension  of  the  rational- 
economic  man  assumptions .  Profit  maximization  is  assumed 
to  be  the  only  goal.  This  goal  is  accomplished  through 
rational  decisions  based  on  classical  economic  theory. 

Traditional  Theory  of  the  Firm 

The  traditional  theory  of  the  firm  rests  on  the 
assumption  that  profit  maximization  is  the  goal  towards 
which  a  firm  is  striving.  The  earliest  theories  also 
assume  a  perfect  market.  This  is  not  overly  unrealistic 
considering  the  time  these  theories  were  developed. 
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Recognition  of  monopoly  and  oligopoly  situations  led 
economists  to  revise  their  market  assumptions,  but  the 
basic  theory  remained  unchanged. 

Criticism  of  the  traditional  theory  has  centered 
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in  two  areas.  The  first  area  questions  the  single  goal 
concept;  the  second  concerns  the  characteristics  of  the 
firm.  Cyert  and  March,  as  well  as  others,  believe  that 
profit  maximization  is  not  the  only  goal  of  a  firm,  if  in 
fact  it  is  a  goal  at  all.  In  the  first  place,  imperfect 
knowledge  generally  precludes  the  possibility  of  profit 
maximization  in  the  classical  sense.  Secondly,  the  pre- 
ceeding  discussion  of  human  behavior  has  indicated  that 
man  is  motivated  by  a  host  of  factors,  many  of  which  may 
be  unrelated  to  a  desire  for  wealth. 

In  regard  to  the  characteristics  of  the  firm  upon 
which  the  traditional  theory  is  based,  Cyert  and  March 
point  out  that  this  firm  Mhas  no  complex  organization, 
no  problems  of  control,  no  standard  operating  procedures, 
no  budget,  no  controller,  no  aspiring  middle  management. 
Traditional  theory  does  not  distinguish  between  the  firm 
and  the  individual  entrepreneur.  By  ignoring  this  dis¬ 
tinction,  the  traditional  theory  is  rendered  useless  in 
terms  of  explanatory  value  for  analysing  modern  complex 
organizations . 
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Richard  M.  Cyert  and  James  G.  March,  A  Behavioral 
Theory  of  the  Firm  (Englewood  Cliffs,  N.J.:  Prentice- 
Hall  Inc. ,  1963) >  p.  8 
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Behavioral  Theory  of  the  Firm 

The  apparent  inadequacies  of  the  traditional  theory 
of  the  firm  require  that  behavioral  accountants  search 
out  more  realistic  assumptions  upon  which  to  base  their 
research.  The  modern,  or  behavioral  theory  of  the  firm 
stresses  the  multiplicity  of  organizational  goals  and  the 
internal  and  external  complexities  which  form  the  setting 
within  which  firms  operate.  The  work  of  Cyert  and  March , 
as  well  as  Simon,  provides  many  of  the  assumptions  contained 
in  the  modern  theory.  The  review  of  the  modern  theory 
contained  in  this  section  deals  with  organizational  goals 
and  structure. 

Organizational  Goals.  This  discussion  of  goals 
encompasses  their  functions,  characteristics,  how  they 
are  set,  and  how  they  are  operationalized.  All  these 
aspects  are  important  to  accountants  because  the  accounting 
system  provides  the  means  via  which  objectives  are  trans¬ 
lated  into  tasks.  Basing  an  accounting  system  on  traditional 
assumptions  of  the  firm  results  in  emphasis  on  the  profit 
maximization  goal  and  rational  decision-making.  The 
behavioral  theory  of  the  firm,  on  the  other  hand,  implies 
that  accountants  must  concern  themselves  with  numerous 
goals  within  a  complex  environment. 


Rodney  E.  Schneck,  "The  Management  of  Large 
Corporations,"  in  Topics  in  Managerial  Accounting,  ed .  by 
L.  S.  Rosen  (Toronto:  McGraw-Hill,  1970),  ~p7  2T7 
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First,  they  depict  a  desired  future  state  of  affairs  which 
gives  order  and  direction  to  the  activities  of  the  firm. 
Second,  they  serve  as  standards  for  assessing  the  firm’s 
progress.  Finally,  they  provide  justification  for  the 
continued  existence  of  the  firm.  The  formation  and  im¬ 
plementation  of  these  goals  in  any  particular  company  is 
a  very  complex  and  little  understood  process. 

In  most  modern  organizations,  goals  are  not  set  by 
a  single  owner,  but  rather,  by  a  "coalition”  of  individuals. 
This  coalition  typically  Includes  management,  shareholders, 
professional  people,  and  government  agencies.  The  ultimate 
decision  rests  with  management,  while  the  other  members  act 
as  constraining  and  influencing  factors.  The  actual  com¬ 
position  of  the  coalition  will  vary  with  the  decision  under 
consideration.  Bargaining  is  one  process  by  which  the 
various  groups  arrive  at  common  objectives.  The  goals  which 
result  from  this  process  are  usually  in  the  form  of  an 
aspiration  level,  rather  than  a  decision  to  maximize  or 
minimize . 

The  goals  of  an  organization  are  influenced  by 
factors  other  than  the  composition  of  the  coalition.  The 
problems  facing  the  organization  will  of  course,  have  an 
affect.  In  addition,  the  organizational  division  of  labour 
within  the  coalition  will  influence  the  nature  of  the  goals. 
The  aspiration  level  for  any  particular  goal  will,  in  part, 
be  a  function  of  past  goals,  past  performance,  and  obser¬ 
vations  of  comparable  firms.  All  of  these  variables  exert 
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their  influence  within  a  setting  which  is  already  subject 
to  external  factors  such  as  competition  and  government 
regulation . 

In  addition  to  being  multiple  in  nature,  organ¬ 
izational  goals  span  many  levels  of  abstraction.  In  most 
companies  the  ultimate,  and  most  abstract  goal  is  survival. 
This  may  be  factored  into  goals  such  as  making  a  profit  or 
increasing  sales.  These  are  still  not  operational.  March 

and  Simon  call  the  process  of  dividing  abstract  goals  into 

17 

operational  sub-goals,  factorization.  The  breaking  down 
of  goals  into  smaller  sub-goals  continues  until  all  tasks 
necessary  to  accomplish  the  primary  goal  are  defined  and 
resources  alloted. 

In  their  price  and  output  model,  Cyert  and  March 
assume  five  separate  goals:  profit,  sales,  market  share, 
inventory,  and  production.  Each  of  these  goals  is  a 
combination  of  sub-goals.  In  the  case  of  the  inventory 
goal  for  example,  there  Is  pressure  from  the  sales  de¬ 
partment  for  complete  inventories  of  all  product  lines . 

The  production  department  may  prefer  longer,  more  efficient 
production  runs .  Both  of  these  demands  are  influenced  by 
external  variables  such  as  market  conditions.  In  summary, 
the  conflicting  demands  are  translated  into  either  an 
absolute  inventory  goal  or  an  inventory  range  which  falls 
somewhere  between  the  extremes . 

17 
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The  multiple  goal  concept  has  numerous  implications 
for  accounting.  Present  accounting  systems  measure  per¬ 
formance  largely  in  terms  of  revenues,  costs,  output,  etc. 
Companies  appear  to  place  great  emphasis  on  these  measures. 

Is  this  because  these  are  the  measures  which  accounting 
has  traditionally  reported,  or  is  it  because  these  are  the 
areas  with  which  management  is  primarily  concerned?  Reporting 
on  product  quality  and  customer  service  is  often  non¬ 
existent.  We  do  not  intend  to  debate  whether  this  is  good 
or  bad.  The  intention  is  simply  to  point  out  one  of  the 
areas  in  which  the  relationship  between  organizational 
goals  and  accounting  is  unclear. 

Organizational  Structure.  The  structure  of  a  firm 
and  the  managerial  accounting  system  employed,  are  often 
interdependent.  For  example,  a  decentralized  structure 
is  usually  accompanied  by  a  responsibility  accounting 
system.  The  following  discussion  of  organizational  struc¬ 
ture  first  outlines  the  variables  contained  in  the  concept 
of  structure.  These  variables  are  then  employed  in 
examining  the  behavioral  implications  of  one  aspect  of 
structure,  departmentalization. 

The  structure  of  an  organization  is  the  arrange¬ 
ment  of  its  authority  patterns,  communication  networks, 
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and  work  roles.  It  gives  the  organization  form  and 
stability  as  well  as  providing  the  means  through  which 
goals  can  be  implemented.  The  actual  operating  structure 
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of  a  firm  is  a  combination  of  formal  and  informal  processes 
through  which  groups  and  individuals  react  in  recurring 
patterns.  The  formal  interactions  are  those  which  have 
been  consciously  planned  by  the  organization.  They  are 
in  the  form  of  explicit  rules,  procedures  and  policies. 

The  informal  process  refers  to  relationships  and  behavior 
which  are  not  specified  by  the  formal  blueprint.  These 
informal  rules,  values,  norms,  and  sanctions  arise  to  meet 
shortcomings  in  the  formal  plan  or  to  meet  the  personal 
needs  of  the  members .  They  are  an  integral  part  of  the 
structure  . 

The  rules  of  departmentalization  state  that  jobs 

may  be  grouped  into  departments  according  to  purpose, 
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function,  customer,  or  location.  Division  by  purpose  is 
exemplified  by  departments  within  the  General  Motors 
automobile  division.  Each  make  of  car  (Chevrolet,  Buick, 
etc.)  forms  a  separate  department  which  strives  for  common 
company  goals .  Departmentalization  by  function  is  based 
on  the  sharing  of  a  common  skill  or  body  of  knowledge. 

The  marketing  and  accounting  departments  are  generally 
formed  according  to  this  principle.  The  third  method 
recognizes  different  customer-types  such  as  governmental, 
educational,  and  industrial.  The  fourth  method,  location, 
subordinates  all  other  criterion  of  subdivision  to  geo¬ 
graphic  factors,  in  the  same  manner  that  choice  of  any  of 
the  methods  curtails  the  importance  of  factors  not 
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relevant  to  that  method. 

Attempts  to  adhere  to  these  principles  will  result 
in  numerous  problems.  Most  companies  encompass  all  four 
areas.  It  may  be  impossible  to  choose  one  method  and  the 
decision  thus  becomes  one  of  combination  and  priority. 

Nor  do  these  principles  recognize  changes  which  occur  over 
time.  Technology 5  size,  rate  of  growth,  and  environment 
are  all  subject  to  change  resulting  in  new  priorities  and 
combinations.  Planning  and  communication  are  the  means 
which  companies  use  to  overcome  these  problems. 

Although  specialization  according  to  some  criteria 
is  usually  desirable.  It  should  be  recognized  that  this 
in  itself  can  contribute  to,  or  even  cause,  conflict  within 
the  organization.  Interdepartmental  conflict  results  from 
various  units  competing  for  the  scarce  resources  of  the 
firm.  If  the  firm’s  reward  system  is  tied  to  the  perfor¬ 
mance  of  the  department,  the  level  of  conflict  will  be 
heightened.  As  a  result,  decisions  within  the  department 
will  promote  its  vested  interests  to  the  detriment  of 
other  departments  and  overall  organizational  goals. 

Formation  of  special  work  groups  may  also  result 
in  informal  group  formation  around  this  common  interest. 
Group  norms  will  develop  which  assimilate  the  values, 
loyalties  and  perceptions  of  the  members.  This  develop¬ 
ment  of  common  norms  provides  legitimacy  for  these  mem¬ 
bers  to  disagree  with  conflicting  values  and  perceptions 
held  by  other  groups.  The  relative  importance  of  that 
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department  may  tend  to  be  exaggerated  by  the  members,  with 
the  result  being  a  commitment  to  the  sub-unit  rather  than 
organizational  goals. 

A  third  conflict  inherent  in  specialization  arises 
from  a  lessening  of  communication  between  management,  and 
such  groups  as  technicians,  scientists,  lawyers,  and 
engineers.  The  goals  of  these  latter  groups  often  conflict 
with  those  of  management.  Professional  people  are  usually 
highly  mobile,  identify  with  the  norms  and  values  of  their 
profession,  and  look  on  monetary  gain  as  simply  a  byproduct 
of  their  occupation.  Integration  of  their  goals  and  those 
of  the  organization  is  thus  difficult. 

These  problem  areas  are  only  a  small  sample  of  the 
behavioral  implications  of  organizational  structure. 

Because  accounting  systems  are  often  designed  around  the 
company  organization  chart,  it  is  subject  to  many  of  the 
same  problems.  If  accountants  want  to  minimize  conflict 
within  their  system,  they  must  understand  the  social 
processes  through  which  various  groups  interact.  Behavioral 
accounting  research  can  help  them  gain  knowledge  in  this 
area . 


SUMMARY 

If  accounting  systems  are  intended  to  motivate  and 
control  workers,  it  is  important  that  accountants  under¬ 
stand  something  about  the  nature  of  man.  In  general,  man 
is  not  motivated  by  any  single  factor,  although  this  may  be 


true  in  certain  situations .  The  important  thing  is  to 
recognize  the  complexity  of  man’s  behavior.  Accountants 
must  seek  out  underlying  factors  and  be  willing  to  adjust 
their  systems  accordingly  if  they  hope  to  perform  their 
functions  effectively. 

They  must  also  recognize  that  human  needs  which  are 
not  fulfilled  by  the  formal  work  setting  will  seek  satis¬ 
faction  in  informal  groups .  Depending  on  how  closely  group 
norms ,  values,  expectations,  etc.,  resemble  the  formal 
blueprint,  their  development  can  be  a  positive  or  negative 
motivating  factor. 

The  formation  of  organizational  goals  is  also 
related  to  accounting  information.  The  objectives  set 
by  management  can  be  influenced  by  the  financial  infor¬ 
mation  they  receive.  Accounting  reports  based  on  the 
assumed  goal  of  profit  maximization  may  not  adequately 
serve  the  needs  of  modern  decision-makers.  Accountants 
must  therefore  be  aware  of  the  multiple  goal  concept, 
and  the  process  by  which  these  goals  are  set. 

There  is  a  great  deal  about  human  and  organization¬ 
al  behavior  which  is  still  not  known.  This  has  not 
deterred  behavioral  accountants  from  drawing  on  what 
knowledge  is  available.  Some  of  their  findings  may  prove 
invalid  as  new  behavioral  theories  are  developed,  but  having 
gained  some  experience  in  this  area,  the  behavioral 
accountant  is  better  equipped  to  take  advantage  of  these 
new  findings. 


CHAPTER  IV 


DEDUCTIVE  RESEARCH  IN  BEHAVIORAL  ACCOUNTING 

This  chapter  reviews  and  analyzes  a  cross  section 
of  deductive  research  in  behavioral  accounting.  The 
scope  covered  by  these  works  is  quite  broad.  It  repre¬ 
sents,  however,  the  diversity  of  research  undertaken. 

In  keeping  with  our  objective,  the  analysis  contained 
herein  emphasizes  the  behavioral  assumptions  employed, 
and  the  logic  of  the  deductive  reasoning. 

The  chapter  is  divided  into  four  topical  areas; 
models,  motivation  and  control,  budgets,  and  human  re¬ 
sources  accounting.  This  framework,  while  not  the  only, 
or  necessarily  the  best  one,  accomplishes  the  objective 
set  out  in  Chapter  I.  Each  section  contains  an  analysis 
of  the  works  reviewed  therein. 

The  review  of  the  models  is  presented  first,  in 
order  to  provide  an  overview  and  background  for  discus¬ 
sion  of  succeeding  topics.  Articles  by  Caplan; 
Golembiewski ;  and  Ijiri,  Jaedicke,  and  Knight  are  in¬ 
cluded.  The  choice  of  a  class  of  research,  rather  than 
a  subject  area  as  a  topic,  was  necessitated  by  the 
ubiquitous  nature  of  the  works,  Caplan Ts  in  particular. 

The  second  section,  control  and  motivation, 
incorporates  works  by  Ridgway,  Miles  and  Vergin,  and 
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Benston.  It  covers  the  undesirable  effects  of  traditional 


accounting  practices,  the  criteria  for  behaviorally 
sound  techniques,  and  proposals  for  new  systems  based 
on  these  criteria. 

The  discussion  of  budgets  is  conceptually  similar 
to  the  second  section.  It  has  been  placed  under  a  sep- 
arate  heading  because  it  reviews  the  near-classic 
exchange  of  ideas  between  Becker  and  Green  and  Stedry 
on  the  budgetary  control  process.  The  methodologies 
employed  by  these  researchers  are  of  particular  signi¬ 
ficance  in  analyzing  their  work. 

The  final  section,  human  resources  accounting, 
reviews  the  work  of  Likert  as  well  as  discussing  an 
attempt  by  Brummet,  Flamholtz,  and  Pyle  to  operation¬ 
alize  such  a  system.  The  existence  of  some  similarities 
between  conventional  accounting,  and  human  resources 
accounting,  renders  this  an  ideal  subject  for  displaying 
some  of  the  ways  in  which  basic  research  in  the  behavioral 
sciences  can  pass  through  the  intermediary  stage  of 
behavioral  accounting  research,  and  hence  proceed  into  the 
realm  of  accounting  practice.  Unfortunately,  transitions 
such  as  these  are  still  the  exception  rather  than  the 


rule  . 
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MODELS 


The  three  works  reviewed  in  this  section  repre¬ 
sent  attempts  to  specify  behavioral  models  of  various 
accounting  functions.  They  are  logical  extensions  of 
assumptions  recently  developed  in  the  behavioral  sciences. 
Each  model  derives  a  set  of  relationships  between  specific 
subsystems  within  the  firm.  All,  or  part,  of  the 
accounting  function  forms  one  of  these  subsystems. 

The  resulting  models  are  untested  theories  from 
which  researchers  can  derive  testable  hypotheses.  There 
are  two  measures  of  the  value  of  these  models.  Their 
appropriateness  depends  on  the  hypotheses  they  are 
capable  of  generating  and  their  validity  is  determined 
through  empirical  testing  of  the  hypotheses  derived. 

CaplanTs  model  of  management  accounting  reflects 
the  general  organizational  model  of  March  and  Simon. 

Stress  is  placed  on  the  multiplicity  of  organizational 
goals  and  the  limitations  of  human  beings  as  decision¬ 
makers.  Golembiewski  concentrates  on  the  weaknesses  of 
the  internal  reporting  system  as  a  function  of  traditional 
organization  theory.  His  model  presents  a  more  decen¬ 
tralized  form  of  organization  which  he  feels  would  shift 
the  emphasis  in  managerial  accounting  from  score- 
keeping  to  attention-directing  and  problem-solving.  The 
third  model,  developed  by  Ijiri,  Jaedicke,  and  Knight, 
describes  the  decision-making  process.  Their  concern  is 


with  situations  where  alternative  accounting  techniques 
might  lead  to  confusion  on  the  part  of  the  user  of  the 
information.  Their  model  is  based  on  essentially  the 
same  behavioral  assumptions  as  Caplan’ s. 

Caplan 

As  a  starting  point,  Caplan  develops  a  "trad- 
itionalM  model  of  managerial  accounting. ^  He  then 
points  out  the  shortcomings  of  this  model  and  proceeds 
to  construct  a  ’’behavioral"  model  which  he  feels  more 
closely  reflects  reality. 

His  traditional  model  is  based  on  assumptions 
drawn  from  the  classical  theories  of  economics  and  org¬ 
anizational  behavior.  The  essence  of  these  assumptions 
is  outlined  in  Chapter  III.  Caplan  stresses  the  profit 
maximization  goal  of  the  firm,  and  rational  decision¬ 
making  as  the  means  for  attaining  this  goal.  Workers 
are  assumed  rational,  expending  effort  only  in  return 
for  economic  rewards.  Management  controls  the  firm 
through  its  ability  to  affect  the  economic  reward  struc¬ 
ture  . 

Prom  these  assumptions,  Caplan  deduces  a  further 
set  of  assumptions  regarding  the  traditional  role  of 
management  accounting.  The  accounting  system  itself  is 
neutral  and  objective.  Its  primary  function  is  to  aid 

■^Edwin  W.  Caplan,  "Behavioral  Assumptions  of 
Management  Accounting,"  The  Accounting  Review,  XLI 
(July,  1966)  ,  pp.  496-509. 


management  in  attaining  the  goal  of  profit  maximization. 
The  accounting  system  is  thus  a  control  device  which 
allows  management  to  identify  and  correct  poor  perfor¬ 
mance.  The  system  is  capable  of  this  because  of  the 
knowledge  and  certainty  within  it  which  permits  rat¬ 
ional  goal  subdivision  and  resource  allocation. 

In  his  analysis  of  this  model,  Caplan  argues 
that  the  managerial  accounting  system  does  not  operate 
in  an  environment  of  certainty  and  perfect  knowledge. 
Within  any  system  there  exists  internal,  as  well  as 
external,  unknowns.  In  addition,  some  information  is 
too  costly  to  obtain.  Even  if  all  data  could  be  ob¬ 
tained,  the  excessive  flow  would  inhibit  processing 
and  evaluation.  Thus,  there  is  opportunity  for  indi¬ 
vidual  choice  in  the  design  of  the  system  and  selection 
of  data.  According  to  Caplan,  this  opportunity  for 
choice  necessitates  a  model  of  the  firm  incorporating 
different  assumptions  about  human  behavior  in  organ¬ 
izations  . 

The  behavioral  assumptions  which  Caplan  draws 
on  for  constructing  his  second  model  are  essentially 
those  outlined  in  Chapter  III.  Emphasis  is  on  the  com¬ 
plexity  of  the  environment  and  the  varying  goals  and 
needs  of  individuals.  His  assumptions  concerning  the 
organization  are  roughly  those  of  Cyert  and  March.  Mul¬ 
tiple  organization  goals  are  set  by  the  dominant  members 
of  the  coalition.  The  overall  goal  is  survival.  Attain- 
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ment  of  these  goals  depends  on  authority  being  accepted 
from  below  rather  than  imposed  from  above. 

On  the  basis  of  these  assumptions,  Caplan  con¬ 
structs  a  set  of  assumptions  with  respect  to  accounting. 
Rather  than  being  objective,  the  system  contains  many 
areas  of  discretion  in  the  selection,  processing,  and 
reporting  of  data.  Accountants  may  be  influenced  by 
both  personal  and  group  goals  in  carrying  out  their 
task.  The  reporting  aspect  requires  an  understanding 
of  the  needs,  motivations,  and  aspirations  of  those 
persons  controlled  by  the  information,  and  of  those  who 
use  the  reports  in  decision-making.  He  concludes  that  the 
system  which  fails  to  incorporate  these  assumptions  is  at 
odds  with  reality  and  may  be  dysfunctional. 

Golembiewski 

\ 

Golembiewski Ts  model  relates  managerial  accounting 

2 

to  organizational  structure.  Like  Caplan,  he  first 
develops  and  criticizes  a  traditional  model.  It  is  based 
on  classical  assumptions  of  organizational  behavior  includ¬ 
ing  such  concepts  as  explicit  division  of  functional  areas 
and  specific  delegation  of  authority.  Adherence  to  these 
assumptions  yields  an  organization  structure  which  places 
the  staff  person  outside  the  direct  lines  of  command. 

His  purpose  is  to  provide  neutral  advice  and  expertise. 

2 

Robert  T.  Golembiewski,  "Accountancy  as  a 
Function  of  Organization  Theory,"  The  Accounting  Review, 

XXXIX  (April,  1964),  pp .  333-341. 
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Information  travels  up  the  staff  hierarchy,  across 
appropriate  line  official,  and  down  to  lower  level  super¬ 
visors  . 

According  to  Golembiewski ,  this  structure  pro¬ 
duces  an  emphasis  on  score-keeping  at  the  expense  of  the 
attention-directing  and  problem  solving  functions. 
Separation  of  the  line  and  staff  people  limits  the  ability 
of  the  latter  to  select  appropriate  data.  Separation 
also  fosters  departmental  loyalties  which  curtail  co¬ 
operation  necessary  for  attaining  organization  goals. 
Utilizing  data  collected  for  control  purposes  heightens 
the  conflict.  As  a  result,  much  effort  is  expended  in 
trying  to  arrive  at  mutually  acceptable  score-keeping 
measures  and  the  time  spent  on  attention-directing  and 
problem-solving  is  minimal. 

The  essence  of  Golembiewski T s  behavioral  organi¬ 
zation  model  is  integration  of  line  and  staff  functions. 

It  recognizes  the  rather  arbitrary  nature  of  many  ac¬ 
counting  measures  and  thus  emphasizes  horizontal  commun¬ 
ication  as  a  means  of  limiting  conflict  In  the  setting 
of  standards,  etc.  The  organization  is  divided  into 
entities  whose  output  is  a  final  product  rather  than  a 
single  component.  Such  an  arrangement  closely  resembles 
those  firms  which  currently  have  a  decentralized  structure 

Conflict  is  minimized  because  each  unit  now  pro¬ 
duces  complete  products.  Only  members  of  that  unit  are 
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hurt  if  disagreements  disrupt  the  flow  of  work.  The  re¬ 
sulting  co-operative  atmosphere  between  the  accounting 
system  and  the  line  processes  permits  and  encourages 
emphasis  on  the  attention-directing  and  problem-solving 
functions . 

Ijiri,  Jaedicke,  and  Knight 

The  model  developed  by  Ijiri,  Jaedicke,  and 
Knight  relates  the  decision-making  process  to  infor- 
mation  provided  by  different  accounting  processes.  As 
a  starting  point,  they  reject  the  traditional  assump¬ 
tion  regarding  the  objective  nature  of  accounting  measure¬ 
ment.  In  their  model,  accounting  data  is  treated  as  a 
surrogate  for  a  principle  decision  input  (much  as  a 
thermometer  reading  is  a  surrogate  for  actual  temperature). 
To  be  useful,  the  surrogate  must  be  identifiable,  (it 
must  reflect  the  key  factors  of  the  principle  which  affect 
the  decision),  and  it  must  be  timely.  The  use  of  sur¬ 
rogates  is  necessitated  by  the  fact  that  principles  are 
often  too  difficult  or  expensive  to  obtain.  Even  if 
obtainable,  the  principle  may  be  too  complicated  to  use; 
a  fact  which  has  given  rise  to  increased  use  of  statis¬ 
tical  sampling  in  accounting. 

The  use  of  accounting  reports  as  surrogates  for 

^Yuji  Ijiri,  Robert  K.  Jaedicke,  and  Kenneth  E. 
Knight,  "The  Effects  of  Accounting  Alternatives  on  Man¬ 
agement  Decisions,”  in  Research  in  Accounting  Measurement, 
ed .  by  Robert  K.  Jaedicke,  Yu j i  Ijiri,  and  Oswald  Nielsen 
(Evanston,  Illinois:  American  Accounting  Association,  1966), 
pp.  186-199- 
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actual  events  shows  the  importance  of  the  interaction 
between  the  accounting  process  and  the  decision  process. 

Any  change  in  the  accounting  process  will  affect  the  de¬ 
cision  unless  the  decision-maker  compensates  by  adjusting 
his  decision  process . 

Ijiri  et  al.  discuss  two  factors  which  curtail 
a  manager’s  ability  to  adjust.  The  first  is  simply  a 
matter  of  feedback.  Is  he  fully  aware  of  the  change  in 
the  accounting  process  and  is  he  able  to  adjust  to  the 
alteration?  Their  second  factor,  ’’functional  fixation,” 
is  drawn  from  psychology.  It  refers  to  the  phenomena 
occuring  when  people  intuitively  associate  a  value  with 
an  item  through  past  experience.  For  instance,  if  a  firm 
switched  from  Lifo  to  Fifo  inventory  valuation,  a  manager 
might  unconsciously  treat  the  new  value  the  same  as  he  did 
the  former  measure . 

Even  if  a  manager  understands  the  accounting  system, 

the  information  from  the  system  may  exert  an  undesired 

influence  on  his  decision  procedure  and  his  definition  of 

goals.  The  set  of  surrogates  which  the  accountant  reports 

usually  provides  a  base  around  which  the  manager  structures 

his  decision  process.  This  was  pointed  out  by  Ridgway; 

"even  where  performance  measures  are  instituted  purely  for 

purposes  of  information,  they  are  probably  interpreted  as 

4 

definitions  of  the  important  aspects  of  that  job.” 

^V.  F.  Ridgway,  "Dysfunctional  Consequences  of 
Performance  Measurements,”  Administrative  Science 
Quarterly ,  I  (September,  1956 ) ,  p.  2^7* 
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Recognition  by  managerial  accountants  of  the 
relationships  discussed  above  should  result  in  improved 
accounting  systems.  Also,  the  "principle-surrogate 
decision"  model  developed  by  Ijiri,  Jaedicke,  and  Knight 
provides  a  much  needed  frame-work  for  researchers  who 
seek  to  expand  the  knowledge  in  this  area. 

Analysis 

The  three  works  reviewed  in  this  section  attempt 
to  construct  a  behavioral  model  of  all  or  part  of  the 
managerial  accounting  system.  Models  such  as  these  are 
necessary  for  tying  together  the  numerous  behavioral 
variables  existing  within  the  accounting  function.  The 
value  of  these  models  lies  not  in  their  immediate  prac¬ 
tical  application,  but  rather  in  the  framework  provided 
for  conducting  further  research. 

Caplan’s  modern  accounting  model  is  the  most  ab¬ 
stract  of  the  three.  It  encompasses  the  entire  management 
accounting  system.  His  traditional  and  modern  models  rep¬ 
resent  the  extreme  points  of  a  scale  encompassing  many 
views.  The  assumptions  of  his  traditional  model  are  not 
necessarily  invalid,  just  as  his  modern  assumptions  are 
not  all  realistic.  His  extreme  views  provide  boundaries 
within  which  other  researchers  can  seek  an  optimum  position. 

Golembiewski ’ s  model  is  more  specific  than  CaplanTs. 
His  initial  assumptions  regarding  the  nature  of  the 
accounting  system  and  its  relationship  to  organizational 


structure  appear  valid.  On  the  basis  of  these  assumptions 
he  has  logically  deduced  a  new  model  of  organization 
structure  which  minimizes  inter-group  conflict. 

Implicit  within  his  arguement ,  however,  is  the 
assumption  that  organizational  structures  are  flexible 
and  highly  divisible.  This  view  is  contrary  to  the 
findings  of  Woodward  and  Chandler  which  indicate  that 
technology  and  environmental  conditions  limit  the  op- 
portunity  for  varying  the  internal  structure.  If  these 
latter  findings  are  accepted,  Golembiewski f s  work  is 
nothing  more  than  an  academic  exercise  with  very  limited 
practical  application. 

The  model  of  Ijiri,  Jaedicke,  and  Knight  is  quite 
simple,  but  at  the  same  time,  useful  for  researchers 
investigating  the  relationship  between  the  processes  of 
accounting  and  decision-making.  The  limiting  factor 
in  their  model  is  the  inclusion  of  only  two  variables: 
feedback  and  functional  fixation.  Any  tests  of  hypotheses 
generated  by  this  model  will  require  careful  treatment 
of  various  factors  including  the  diverse  goals  and  needs 
of  both  the  information  processor  and  the  decision-maker. 
Consideration  must  also  be  given  to  the  fact  that  decisions 
are  usually  not  ends  in  themselves,  but  rather  steps 
towards  a  final  output.  Variations  in  the  net  result  are 

q 
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far  more  important  than  the  initial  decisions. 

Each  of  these  models  attempts  to  place  managerial 
accounting  in  its  proper  behavioral  perspective.  The 
central  theme  of  each  is  that  accounting  systems  do  not 
attain  the  degree  of  certainty  and  objectivity  usually 
attributed  to  them.  This  proposition  is  based  on  finding 
in  the  behavioral  sciences  which  expose  the  highly  comple 
nature  of  both  human  and  organizational  behavior. 

CONTROL  AND  MOTIVATION 

Control  and  motivation  are  closely  related  goals 
which  modern  accounting  systems  seek  to  achieve.  Trad¬ 
itional  assumptions  regarding  the  goals  of  the  firm  and 
the  nature  of  human  behavior  have  resulted  in  develop¬ 
ment  of  sophisticated  control  and  motivation  techniques 
which  ignore  recent  findings  in  the  behavioral  sciences. 
The  research  efforts  reviewed  in  this  section  point  out 
some  of  the  undesirable  implications  of  traditional  sys¬ 
tems  and  propose  alternatives  which  are  behaviorally 
sound . 

Ridgway 1 s  article  contains  a  list  of  dysfunc¬ 
tional  effects  of  single,  multiple,  and  composite  per¬ 
formance  measures.  This  list  has  been  compiled  from 
studies  carried  out  by  other  researchers.  Although  his 
review  does  not  fit  the  research  context  within  which 
we  have  been  operating,  his  work  is  included  in  this 
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section  because  of  the  insight  it  provides  into  the 
behavioral  implications  of  various  performance  measures. 

In  their  article.  Miles  and  Vergin  suggest  that 
variance  controls,  if  utilized  properly,  incorporate 
many  behavioral  aspects  lacking  in  traditional  control 
techniques.  In  presenting  their  argument,  they  specify 
criteria  for  behaviorally  sound  performance  controls 
and  proceed  to  evaluate  variance  controls  on  this  basis. 

Benston  advocates  a  decentralized  structure  as  a 
means  for  increasing  manager  motivation.  He  argues  that 
a  responsibility  accounting  system  permits  freedom  of 
choice  by  the  manager  as  well  as  allowing  top  management 
to  detect  problem  areas  which  require  investigation. 
Benston  describes  this  type  of  motivation  as  indirect,  in 
contrast  to  direct  motivation;  the  latter  involving 
utilization  of  accounting  tools  such  as  detailed  budgets. 

Ridgway 

Ridgway ’ s  first  performance  measure,  single 
criteria,  involves  the  measurement  of  only  one  quan¬ 
tity  such  as  profit  or  output . ^  As  a  result,  indivi¬ 
dual  or  department  effort  may  be  concentrated  In  this 
area  at  the  expense  of  overall  organization  goals. 

One  dysfunctional  consequence  of  single  criteria 
measurement  may  be  the  use  of  easy  jobs  as  fillers  toward 
the  end  of  a  budget  period.  This  practice  can  result 

^Ridgway,  op .  cit .  ,  I,  pp .  240-247. 


59 

in  undue  delay  in  performing  other  jobs  which  may  be 
more  profitable  for  the  firm. 

Standard  costing  is  a  type  of  single  criteria 
which  may  also  prove  unsatisfactory.  Setting  standards 
often  gives  rise  to  interdepartmental  conflict.  Ridgway 
describes  the  savings  which  occur  as  a  result  of  ad¬ 
justing  standards  as  "wooden  money."  Single  criteria 
also  frequently  fail  to  adequately  consider  trade-offs 
between  long  and  short  run  goals. 

Replacing  single  measures  with  multiple  criteria 
requires  measuring  various  aspects  of  job  performance. 

The  problems  involved  in  applying  multiple  criteria  are 
best  exemplified  by  the  classic  dilemma  of  quantity 
versus  quality.  In  most  instances,  it  seems  fair  to 
assume  that  managers  would  pay  more  attention  to  the  for¬ 
mer  measure,  it  being  the  more  objectively  determinable. 

Successful  application  of  multiple  criteria 
requires  that  managers  can  and  will  employ  their  re¬ 
sources  in  a  manner  which  yields  optimal  results  in  terms 
of  all  criteria.  It  is  quite  likely  that  a  manager,  when 
faced  with  this  situation,  would  try  to  second-guess  the 
perceptions  of  top-management  in  an  attempt  to  improve 
his  own  record.  This  practice  results  in  wasted  effort 
and  unnecessary  confusion. 

Some  of  the  Inadequacies  of  multiple  criteria 
may  be  overcome  by  attaching  weights  to  the  various 
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criteria.  Using  these  composites,  it  is  possible  for 
management  to  develop  an  overall  performance  measure. 

Although  there  has  been  little  research  done  on  com¬ 
posite  measures,  there  is  some  indication  that  they  may 
also  have  adverse  consequences  for  organizational  per¬ 
formance.  Ridgway  describes  one  study  of  the  U.S.  Air 
Force  in  which  pressure  to  increase  the  composite  score 
was  not  accompanied  by  proportionate  increases  in  the 
means  to  achieve  the  better  score.  The  result  was  in¬ 
creased  tension,  apathy,  and  antagonism  as  well  as  re¬ 
duced  morale . 

Ridgway  concludes  that  all  quantitative  perform¬ 
ance  measures  have  undesired  effects.  He  suggests  that 
managers  need  a  better  understanding  of  organizational 

behavior  if  they  are  to  "make  best  use  of  personnel 

7 

available  to  them." 

Miles  and  Vergin 

In  the  view  of  Miles  and  Vergin,  variance  controls 
provide  a  proper  behavioral  perspective  as  well  as  of- 

g 

fering  sufficient  technical  efficiency.  The  standard 
for  these  controls  is  based  on  average  past  performance. 
Deviations  within  a  statistically  normal  range  are  allowed 

7 

Ridgway,  op .  cit .  ,  I,  p.  247- 

^Raymond  E.  Miles  and  Roger  C.  Vergin,  "Behavioral 
Properties  of  Variance  Controls,"  Call f or nl a'  Management 
Review,  VIII  (Summer,  1966),  pp .  57-65* 
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while  significant  variations  are  investigated.  This 
system  of  measurement  recognizes  a  total  pattern  of 
performance  rather  than  concentrating  on  narrowly 
programmed  budgets  and  quotas. 

In  support  of  their  views,  the  authors  first 
discuss  criticisms  of  traditional  performance  measures. 
They  then  outline  criteria  for  behaviorally  sound  con¬ 
trols.  Finally,  they  evaluate  variance  controls  on  the 
basis  of  these  criteria. 

The  essence  of  their  criticism  of  traditional 
theory  involves  the  direction  in  which  control  flows. 
Traditional  behavioral  theories,  as  discussed  in  Chapter 
III,  maintain  that  man  can  be  controlled  in  much  the 
same  manner  as  a  machine.  In  other  words,  controls  flow 
from  the  top  downwards,  and  workers  are  expected  to 
adjust  accordingly.  Modern  behavioralists  argue  that 
effective  control  is  contingent  on  acceptance  of  ob¬ 
jectives  by  lower  levels.  Attainment  of  goals  is  only 
possible  if  workers  voluntarily  adjust  their  behavior 
to  correct  undesirable  performance.  On  this  basis, 
the  requirements  of  behaviorally  sound  controls  can  be 
formulated . 

The  first  criterion  is  that  standards  must  be 
recognized  as  legitimate  by  those  affected.  Participation 
in  establishing  standards  is  important  for  attaining  the 
legitimacy  criterion.  The  controls  must  also  assure 
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the  individual  that  he  will  not  be  censured  for  varia¬ 
tions  which  are  normal,  or  which  are  abnormal  and  out¬ 
side  his  control.  The  final  criterion  specifies  prompt 
feedback  of  results  to  those  directly  involved  in  the 
process.  The  question  now  posed  is,  how  well  do  var¬ 
iance  controls  meet  these  criteria? 

Legitimacy  of  standards  is  assured  because  they 
are  based  on  actual  past  performance.  Participation  in 
setting  the  standards  is  implicit  in  this  approach.  The 
nature  of  variance  controls  assures  that  only  abnormal 
performance  is  investigated  thus  fulfilling  the  second 
criteria.  Proper  feedback  is  easily  attained  through 
control  charts  which  can  be  maintained  where  those  af¬ 
fected  have  easy  access  to  them. 

In  addition  to  meeting  the  criterion  specified, 
variance  controls  have  other  advantageous  features. 

They  are  widely  applicable  and  they  act  as  a  positive 
motivating  influence.  They  can  be  used  for  a  variety 
of  performance  measurements  such  as  absenteeism,  output, 
and  utilization  of  operating  and  office  supplies.  From 
the  motivation  standpoint.  Miles  and  Vergin  argue  that 
workers  will  not  have  reason  to  restrict  performance  for 
fear  of  more  stringent  standards  being  set.  This  freedom 
allows  workers  to  perform  at  a  voluntary  rate,  which 
behavioral  scientists  maintain  will  be  higher  than  cor¬ 
responding  outputs  under  imposed  standards. 
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The  researchers  recognize  that  there  are  limit¬ 
ations  associated  with  the  system  they  propose.  First, 
performance  of  staff  departments  is  difficult  to  measure 
in  this  manner,  as  is  any  group  work  where  efforts  are 
indivisible  or  not  amenable  to  quantification.  Secondly, 
proper  implementation  of  the  system  is  necessary  to  en¬ 
sure  understanding  on  the  part  of  employees.  Corrective 
action  must  be  exactly  that:  corrective,  not  punitive. 

Miles  and  Vergin  conclude  that  recognition  of  these 
and  other  limitations  will  allow  management  to  construct 
a  behaviorally  sound  variance  control  system. 

Benston 

In  his  article,  Benston  critically  examines  accounting 

systems  in  light  of  recent  research  in  the  behavioral 
o 

sciences.  From  a  survey  of  relevant  behavioral  lit¬ 
erature,  he  concludes  that  small  department  size  and 
effective  leadership  are  better  motivators  than  direct 
techniques  such  as  wage  incentives  and  budget  quotas. 
According  to  Benston,  the  accounting  system  is  the  key 
to  successful  operation  of  the  decentralized  structure 
he  proposes. 

Benston ’s  basic  tenet,  like  that  of  Golembiewski , 
is  the  potential  of  informal  groups  as  a  means  for  in- 

^George  J.  Benston,  ’’The  Role  of  the  Firm’s 
Accounting  System  for  Motivation,”  The  Accounting 
Review,  XXXVIII  (April,  1963),  PP  •  3^7-35^” 


creasing  performance.  He  suggests  that  group  leaders 
are  the  best  avenue  for  integrating  group  goals  with 
the  objectives  of  the  formal  organization.  The  ideal 
group  leader  is  the  department  manager  who  "can  be  as¬ 
signed  the  task  of  leading  the  informal  group.”10  This 
ensures  that  the  group  has  a  leader  who  understands 
and  accepts  the  firmTs  goals.  His  ability  to  influence 
the  group  members  derives  from  the  decentralized  struc¬ 
ture  which  allows  him  the  freedom  and  authority  to  re¬ 
ward  the  workers. 

The  accounting  system  is  important  because  it 
provides  the  information  which  allows  a  decentralized 
system  to  function  properly.  Motivation  is  best  facil¬ 
itated  by  basing  the  accounting  system  on  the  smallest 
areas  of  responsibility.  This  permits  top-management 
to  effectively  review  performance  at  lower  levels  while 
permitting  lower  level  managers  to  exercise  their  auth¬ 
ority  . 

Budgets  and  performance  reports  are  important 
tools  in  the  system  Benston  proposes.  On  the  basis  of 
a  study  conducted  by  Stedy,  Benston  concludes  that 
imposed  budgets  are  largely  dysfunctional  whereas 
participatory  ones  are  positive  motivators.  Per¬ 
formance  reports,  he  suggests,  are  valuable  if  used  as 
an  aid  in  performance  evaluation,  rather  than  the  sole 

10 


Benston,  op.  cit . ,  XXXVIII,  p.  350. 


criteria.  They  are  also  valuable  for  giving  the  lower 
level  manager  knowledge  of  his  performance. 

Benston’s  primary  conclusion  is  that  responsi¬ 
bility  accounting  facilitates  decentralization  and  thus 
is  an  indirect  motivator.  He  qualifies  this  somewhat 
by  indicating  that  direct  use  of  accounting  reports  does 
have  some  positive  aspects. 

Analysis 

Research  concerning  motivation  and  control  in 
accounting  is  beset  with  hazards  stemming  from  the  var¬ 
iety  of  concepts  and  assumptions  developed  in  the  behav¬ 
ioral  sciences.  Hofstedt  and  Kinard  illustrate  this 
lack  of  a  unified  theory  by  describing  the  plight  of  a 
manager  who  wishes  to  set  a  performance  standard  for 
production  workers  engaged  in  a  simple  task.  ”...  why 
not  turn  to  the  specific  motivation  theory  governing  the 
motivation  of  workers?  Simply  put,  there  is  none. 

It  is  not  surprising  therefore,  to  find  that 
the  research  reviewed  in  this,  and  related  sections, 
contain  contradictions.  This  analysis  points  out  some 
of  these  discrepancies. 

Ridgway ' s  article  is  intended  to  inform  the  reader 
of  the  effects  and  consequences  of  using  various  quan- 

^Thomas  R.  Hofstedt  and  James  C.  Kinard,  ”A 
Strategy  for  Behavioral  Accounting  Research,”  The 
Accounting  Review,  XVL  (January,  1970),  p.  46. 
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titative  performance  measures.  He  implies  that  the  var¬ 
ious  dysfunctional  consequences  are  a  result  of  the  type 
of  measurement  used.  This  approach  fails  to  consider 
the  view  that  the  fault  lies  not  with  measurement  crit¬ 
eria,  but  rather  with  the  attitudes  of  those  affected. 

McGregor  is  of  the  opinion  that  man  not  only  ac¬ 
cepts  responsibility,  but  seeks  it.  "Avoidance  of  resp¬ 
onsibility,  lack  of  ambition,  and  emphasis  on  security 

are  generally  consequences  of  experience,  not  inherent 

12 

human  characteristics."  If  this  is  the  case,  emphasis 
should  be  directed  at  improving  attitudes  towards  per¬ 
formance  measurements  rather  than  changing  the  criteria. 

The  work  of  Miles  and  Vergin  does  not  throw  any 
light  on  the  problems  discussed  by  Ridgway .  Their  art¬ 
icle  does  not  touch  on  the  subject  of  integrating  sub¬ 
goals  with  the  overall  goals  of  the  firm.  Their  argu¬ 
ment  thus  implicitly  assumes  that  desired  ends  can  be 
successfully  factored  into  operational  tasks.  This 
assumption  contradicts  modern  theories  of  organizational 
behavior  which  accent  the  multiplicity  of  organization 
goals . 

A  second  criticism  concerns  the  flexibility  of 
their  standards.  Basing  future  performance  entirely  on 
past  performance  could  result  in  chaos  for  firms  who  do 
not  operate  in  a  stable  environment.  Unfortunately, 

12 

Douglas  McGregor,  The  Human  Side  of  Enterprise 
(New  York:  McGraw-Hill,  I960),  p.  48. 


factors  such  as  varying  markets  and  changing  technology, 
are  inherent  characteristics  of  the  setting  within  which 
most  firms  operate. 

The  work  of  Benston  closely  parallels  that  of 
Golembiewski  discussed  in  the  preceeding  section.  The 
informal  group  concept  is  basic  to  the  arguments  of  both. 
Benston  advocates  creation  of  smaller  work  units  within 
the  firms  as  a  means  of  attaining  the  cohesiveness  char¬ 
acteristic  of  informal  groups.  Positive  motivation  is 
achieved  by  appointing  the  department  manager  to  the 
position  of  informal  group  leader.  A  responsibility 
accounting  system  provides  the  means  to  make  this  new 
structure  operational. 

Benston,  like  Golembiewski,  implicitly  assumes 
that  it  is  possible  to  divide  the  organization  into 
convenient  entities.  This  assumption  neglects  the 
effects  of  technological  and  environmental  factors. 

Benston  also  fails  to  consider  possible  inter-group 
conflict.  Golembiewski ,  on  the  other  hand,  recognizes 
that  positive  group  motivation  may  have  dysfunctional 
consequences  for  the  organization  as  a  whole. 

The  final  criticism  of  Benston’ s  article  does  not 
concern  accounting  directly.  It  deals  with  his  suggested 
appointment  of  the  informal  group  leader.  Most  behavioral 
scientists  would  argue  that  his  suggestion  is  not  prac¬ 
tical.  On  the  other  hand,  if  the  group  attitude  is  such 
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that  they  would  accept  the  manager  as  their  leader*  chances 
are  that  they  are  already  committed  to  the  goals  of  the 
organization  or  at  least  those  of  the  department. 

All  three  of  these  articles  attest  to  the  com¬ 
plexity  inherent  in  designing  accounting  systems  which 
motivate  and  control  in  a  behaviorally  sound  manner. 

The  researchers  purport  to  have  closely  related  objectives* 
but  this  is  almost  the  limit  of  similarity  in  their  work. 
Each  employs  different  assumptions  and  holds  different 
variables  constant.  Valid  points  are  presented  in  each 
argument*  but  the  worth  of  these  efforts  will  not  be 
known  until  they  are  integrated  in  a  unified*  opera¬ 
tional  theory. 

THE  BUDGET  PROCESS 

The  three  articles  reviewed  in  this  section  dis¬ 
cuss  psychological  variables  relevant  to  the  budget  pro¬ 
cess.  This  topic  is  a  logical  extension  of  the  motivation 
and  control  concepts  discussed  in  the  preceeding  section. 
These  works  have  been  placed  separately  because  of  their 
common  topic  and  the  integrated  nature  of  the  discussion. 

The  first  article  by  Becker  and  Green  discusses 
the  concept  of  participation  in  setting  budgets.  This 
concept  is  divided  in  three  variables;  morale*  level  of 
aspiration*  and  feedback.  Discussion  is  included  re¬ 
garding  the  method  employed  by  Stedry  to  measure  aspir- 


ation  levels  in  an  earlier  study  he  conducted.  Lead¬ 
ership  styles  are  also  analysed  to  determine  their  in¬ 
fluence  on  participation.  Becker  and  Green’s  primary 
conclusion  is  that  budget  cycles  should  be  tied  to  the 
aspiration  level  cycle ,  rather  than  an  arbitrary  time 
period . 

In  the  second  article,  Stedry  criticizes  the 
assumptions  and  conclusions  of  the  Becker  and  Green 
investigation.  His  comments  are  directed  primarily  at 
three  areas;  the  relationship  between  leadership  style 
and  participation  in  budget  setting,  the  relationship 
between  morale  and  performance,  and  answering  the  criti¬ 
cisms  of  the  method  he  used  to  measure  aspiration  levels 
in  his  previous  study. 

The  final  article  is  a  "rejoinder"  by  Becker  and 
Green,  to  Stedry fs  "reply."  They  argue  that  Stedry fs 
comments  are  either  irrelevant  or  else  in  support  of 
their  central  argument. 

Becker  and  Green 

Their  initial  article  reviews  the  behavioral 

sciences  in  an  attempt  to  determine  the  psycholog:.’  cal 

IS 

variables  relevant  to  successful  budgetary  control. 

The  Importance  of  the  style  of  managerial  leadership 

IS 

Selwyn  W.  Becker  and  David  Green  Jr.,  "Budgeting 
and  Employee  Behavior,"  Journal  of  Business,  XXXV 
(October,  1962),  pp .  392-402. 
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involved  in  the  budget  process  is  also  explained.  Their 
investigation  leads  to  the  conclusion  that  participation 
in  budget  setting  is  the  most  crucial  factor.  Leader¬ 
ship  style  and  frequency  of  feedback  are  also  deemed 
important . 

Becker  and  Green  trace  some  of  the  undesirable 
behavioral  effects  of  budgets  to  the  origin  of  the  bud¬ 
get  process.  Initially  budgets  were  solely  a  control 
device.  The  era  of  scientific  management  fostered  refine¬ 
ment  of  quantitative  techniques.  The  budget  cycle, 
which  ignored  behavioral  aspects,  consisted  of  three 
steps:  budget  setting,  performance,  and  comparison. 

Inclusion  of  behavioral  factors  adds  partici¬ 
pation  as  the  first  step  in  the  cycle.  Becker  and  Green 
treat  participation  as  a  multi-variable  concept.  Their 
list  of  variables  includes  morale,  aspiration  level, 
and  feedback.  All  of  these  are  influenced  by  the  mana¬ 
gerial  style. 

Cohesiveness  is  described  as  the  key  aspect  of 
morale.  It  refers  to  the  degree  which  members  identify 
with  the  group.  A  study  conducted  by  Kurt  Lewin  indicates 
that  high  cohesiveness  combined  with  positive  group  at¬ 
titudes  will  result  in  maximum  performance.  The  three 
other  combinations  of  attitudes  and  morale  in  descending 
order  of  performance  are:  low  cohesiveness  with  positive 
attitudes,  low  cohesiveness  with  negative  attitudes,  and 
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high  cohesiveness  with  negative  attitudes.  Participa¬ 
tion  was  found  to  be  important  in  creating  cohesiveness 
and  instilling  positive  attitudes. 

The  second  variable,  level  of  aspiration,  is 
described  as  a  goal  which,  when  achieved  or  not  achieved, 
gives  rise  to  subjective  feelings  of  success  or  failure 
respectively.  High  aspiration  levels  among  workers  will 
increase  the  degree  of  effort  expended  in  attempting  to 
achieve  a  goal.  Successful  participation  in  budget 
setting  can  result  in  reasonably  high  goals  which  are 
regarded  as  legitimate  by  the  supervisors,  thus  in¬ 
creasing  their  aspiration  levels. 

Regarding  aspiration  levels,  Becker  and  Green 

14 

criticize  an  empirical  study  conducted  by  Stedry. 

The  study  was  designed  to  determine  relationships  bet¬ 
ween  level  of  aspiration,  imposed  budgets,  and  subsequent 
performance.  They  argue  that  his  conclusions  are  weak¬ 
ened  because  his  measure  of  aspiration  levels  is  based 
on  responses  received  in  reply  to  a  question  asking  what 
workers  "hoped  to  achieve."  Becker  and  Green  cite  author 
ities  to  support  their  view  that  the  wording,  "expect  to 
get,"  has  a  more  appropriate  connotation. 

The  remaining  variable,  feedback,  is  related  to 
both  morale  and  aspiration  level.  They  refer  to  var- 

14 

Andrew  C.  Stedry,  Budget  Control  and  Cost 
Behavior  (Englewood  Cliffs,  N.J.:  Prentice-Hall,  Inc,, 
I960),  pp.  71-7'!. 
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ious  studies  which  support  their  view  that  individual 
and  group  morale  decline  if  performance  results  are  not 
communicated  frequently.  Lack  of  feedback  also  lowers 
aspiration  levels  because  the  participant  cannot  exper¬ 
ience  subjective  feelings  of  success. 

Regarding  the  setting  within  which  participation 
occurs,  Becker  and  Green  conclude  that  democratic  lead¬ 
ership  produces  more  favourable  results  than  authori¬ 
tative  styles.  Rigid  status  differences,  often  as¬ 
sociated  with  authoritarian  management,  are  likely  to 
detract  from  effective  participation. 

On  the  basis  of  their  findings,  Becker  and  Green 
conclude  that  the  motivating  effects  of  budgets  can  be 
increased  by  tying  the  budget  cycle  to  the  level  of  as¬ 
piration  cycle  rather  than  an  arbitrary  time  schedule. 

The  objective  is  to  curb  decreasing  levels  of  aspiration 
and  to  take  advantage  of  increasing  levels.  Frequent  com¬ 
parison  of  performance  and  budget,  including  feedback 
to  employees,  is  also  recommended.  This  allows  more 
timely  budget  revisions  in  line  with  variations  in 
aspirations  levels. 

Stedry 

In  his  reply  to  the  Becker  and  Green  article,  Stedry 

15 

questions  some  of  their  assumptions  and  conclusions. 

15 

Andrew  C.  Stedry,  "Budgeting  and  Employee 
Behavior:  A  Reply,"  Journal  of  Business,  XXXVII  (April, 

1964 )  ,  pp.  195-202. 


He  disagrees  with  their  findings  regarding  the  par¬ 
ticipation-leadership  style  and  morale-performance 
relationships.  He  also  defends  his  earlier  study,  which 
required  determination  of  relative  aspiration  levels. 
Stedry  supports  the  use  of  psychological  variables  in 
budget  research,  but  attributes  weaknesses  in  Becker 
and  Green’s  research  to  improper  meshing  of  disciplines. 

Drawing  on  five  studies  in  the  behavioral  sciences 
(none  of  which  are  referred  to  by  Becker  and  Green) , 
Stedry  concludes  that  increased  morale  may  be  accom¬ 
panied  by  decreased  performance  under  democratic  lead¬ 
ership  styles.  He  also  produces  evidence  indicating  a 
positive  relationship  between  productivity  and  closeness 
of  supervision. 

On  the  basis  of  a  study  by  Fiedler,  Stedry  sug¬ 
gests  that  status  differences  between  workers  and  manage 
ment  does  not  necessarily  result  in  decreased  performanc 
Fiedler  found  that  performance  increased  in  situations 
where  leaders  remained  "distant  and  aloof"  from  subordin 
ates.  Conflicting  findings  regarding  the  relationship 
between  morale  and  performance  are  also  discussed. 

In  discussing  aspiration  levels,  Stedry  distin¬ 
guishes  between  goal  formation  and  actual  performance, 
as  functions  of  aspiration  levels.  He  contends  that 
there  is  little  evidence  to  support  Becker  and  Green’s 
conclusion  that  increased  levels  of  aspiration  result 
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in  higher  performance.  In  reply  to  criticism  concerning 
his  use  of  the  terms  "hope”  and  ’’expect”  in  determining 
aspiration  levels,  Stedry  poses  two  counter  arguments. 
First,  he  was  measuring  relative,  not  absolute  aspiration 
levels.  Secondly,  he  cites  four  authorities  in  the  behav¬ 
ioral  sciences  to  support  his  use  of  the  word  expect, 
indicating  that  considerable  confusion  exists  among 
psychologists  over  the  use  of  these  terms. 

Stedry  concludes  that  such  confusion  is  at  the 
root  of  the  problem  in  Becker  and  Green’s  research.  He 
politely  states  that  they  have  failed  to  make  proper  use 
of  psychological  variables. 

Becker  and  Green 

In  their  ’’Rejoinder  to  a  ’Reply’”,  Becker  and 
Green  summarize  their  original  findings,  and  proceed  to 
point  out  that  Stedry Ts  comments  are  either  irrelevant 
or  else  in  agreement  with  their  conclusions.^  They  argue 
that  Stedry’ s  criticism  of  their  leadership  style- 
performance  relationship  is  irrelevant  because  he  discusses 
the  manager-worker  setting,  whereas  Becker  and  Green  refer 
only  to  the  management-supervisor  relationship.  On  the 
question  of  morale  and  performance,  they  agree  with  Stedry 
that  high  cohesiveness  can  have  positive  or  negative 
effects  on  production.  They  also  claim  that  their  first 

^Selwyn  W.  Becker  and  David  Green  Jr.,  ’’Budgeting 
and  Employee  Behavior:  A  Rejoinder  to  a  ’Reply’,”  Journal 
of  Business,  XXXVII  (April,  1964),  pp .  203-205. 
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article  is  in  agreement  with  Stedry’s  view  that  partici¬ 
pation  is  a  positive  influence  only  under  certain  conditions 

Regarding  Stedryfs  defence  of  his  method  for  deter¬ 
mining  aspiration  levels  in  his  earlier  study,  Becker  and 
Green  state  that;  "This  section  of  his  review  relates  to 
our  questioning  the  method  he  used  in  measuring  level  of 
aspiration  but  it  is  not  relevant  to  the  central  argument... 
Becker  and  Green  thus  conclude  that  Stedry  has  either 
presented  irrelevancies ,  or  has  supported  their  conclusions. 

Analysis 

The  works  reviewed  in  this  section  illustrate  the 
importance  of  understanding  the  research  methodology 
employed.  In  these  articles,  different  conclusions  have 
been  arrived  at  through  seemingly  logical  arguments. 

These  discrepancies  stem  mainly  from  the  assumptions 
employed  and  the  logic  of  the  reasoning.  The  researchers 
also  hold  different  variables  constant  or  assume  them 
away . 

This  analysis  concentrates  on  examining  the  dis¬ 
cussions  of  morale  and  aspiration  levels.  Disagreement 
on  the  nature  and  influence  of  these  psychological  variables 
is  central  to  the  conflict  between  these  researchers. 

Becker  and  Green  identify  morale  as  one  of  the 
psychological  variables  contained  in  the  concept  of 

17Ibid.,  XXXVII,  p.  205. 
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participation.  (Although  not  explicitly  stated,  they 
later  claim  to  be  concerned  only  with  participation  by 
supervisory  personnel  above  the  first  level.)  Their 
supporting  arguments,  although  quite  general,  seem 
basically  sound.  They  state  that  high  group  cohesive¬ 
ness  coupled  with  acceptance  of  organization  goals  re¬ 
sults  in  maximum  motivation.  Further  evidence  cited 
leads  them  to  conclude  that  participation,  under  demo¬ 
cratic  leadership,  increases  morale  and  facilitates  goal 
acceptance.  They  do  not,  however,  explain  the  process 
by  which  these  conditions  are  extended  from  the  supervisor 
to  the  workers . 

This  failure  to  consider  these  variables  at  the 
"rank  and  file"  level  precludes  comparison  of  their  work 
and  Stedry’s  on  this  issue.  All  of  the  latter’s  criti¬ 
cisms  center  around  the  supervisor-worker  relationship. 

In  addition,  the  levels  of  abstraction  are  quite  dif¬ 
ferent.  Becker  and  Green  are  considering  the  general 
case  whereas  Stedry  is  dealing  in  specifics.  Few  of  the 
authorities  cited  by  one  are  among  those  referred  to  by 
the  other. 

Concerning  the  second  variable,  level  of  aspira¬ 
tion,  Becker  and  Green  conclude  that  budget  goals  should 
be  set  at  attainable  levels  which,  when  achieved,  will 
result  in  subjective  feelings  of  success  among  the  parti¬ 
cipants.  Research  cited  by  them  indicates  that  this 
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condition  contributes  to  positive  morale  and  motivation. 
Stedry Ts  reply  emphasizes  that  research  in  this  area  is 
not  conclusive.  He  also  feels  that  Becker  and  Green  have 
failed  to  include  important  variables.  On  the  opposite 
side  of  the  ledger,  Stedry  supports  his  method  of  measur¬ 
ing  aspiration  levels  on  the  grounds  that  behavioral  re¬ 
search  in  this  field  is  inconclusive. 

In  summary,  the  basis  of  disagreement  between 

Becker  and  Green  and  Stedry  is  two-fold.  First,  the 

behavioral  sciences  do  not  provide  a  unified  theory 

from  which  assumptions  can  be  drawn.  In  his  comments  on 

these  articles,  Rappaport  states  that  they  emphasize  the 

fact  that  all-inclusive  strategies  for  investigating  the 

behavioral  aspects  of  budget  systems  "are  not  likely  to 

be  very  compelling  because  the  relationships  among  key 

variables  influencing  behavior  are  not  uniform  in  different 

1 8 

organizational  settings." 

Having  failed  to  accept  this  fact,  the  researchers 
have  compounded  their  difficulties  by  operating  on  dif¬ 
ferent  levels  of  analysis.  The  articles  are  useful 
because  the  reader  is  made  aware  of  the  inconclusive 
nature  of  research  in  this  field.  On  the  other  hand,  one 
is  inclined  to  agree  with  Hofstedt  and  Kinard  that, 

■^Alfred  Rappaport,  ed..  Information  for  Decision 
Making  (Englewood  Cliffs,  N.  J .  :  Prentice-Hall  Inc., 

1970),  p.  403. 
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’’One  of  the  chief  features  of  these  articles  and  the 
exchange  contained  in  them  is  the  lack  of  constructive 
agreement  or  disagreement....”^ 

HUMAN  RESOURCES  ACCOUNTING 

Present  accounting  systems  measure  the  cost  of 
physical  assets  of  the  firm  but  fail  to  consider  the 
productive  capacity  of  the  human  organization.  Because 
this  latter  capacity  can  vary  over  time,  users  of  fin¬ 
ancial  reports  are  currently  being  denied  important 
information.  The  behavioral  sciences  suggest  two  main 
variables  affecting  the  value  of  human  resources. 

First ,  research  indicates  that  man  is  an  adaptive, 
learning,  creature.  These  characteristics  suggest  that 
the  value  of  a  manager  or  worker  to  the  organization  in¬ 
creases  as  he  gains  training  and  experience.  Secondly, 
modern  organization  theory  holds  that  much  of  the  decision 
making  process  is  a  form  of  bargaining  among  dominant 
members  of  the  coalition.  The  development  of  group  norms, 
expectations,  etc.,  facilitates  this  process.  The  value 
of  human  resources  thus  changes  as  new  members  enter  and 
old  members  leave  the  coalition. 

Various  researchers  in  organizational  behavior 
including  Likert,  Argyris,  and  McGregor,  have  pointed  out 
the  importance  of  the  human  component  in  the  operation  of 
a  business  enterprise.  Likert’s  work  is  somewhat  unique 

^Hofstedt  and  Kinard,  op .  cit . ,  XVL,  p.  k2 
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because  it  is  set  in  an  accounting  context.  He  has 
identified  the  reasons  for  measuring  human  resources 
and  outlined  steps  for  improving  accounting  systems. 

His  discussion  centers  around  the  types  of  accounting 
measures  that  might  be  incorporated,  and  the  difficulties 
inherent  in  making  them  operational. 

Likert’s  work  in  this  field  has  provided  the 
foundations  for  the  design  of  a  human  resources  accounting 
system.  This  task  has  been  undertaken  by  Brummet ,  Flam- 
holtz,  and  Pyle.  Their  work,  discussed  in  the  second 
article,  expands  upon  the  requirements  and  complexities 
of  such  a  system. 

Likert 

Likert’s  basic  proposition  is  the  failure  of 

present  accounting  systems  to  measure  the  human  resources 
20 

of  a  firm.  Likert  argues  that  this  failure  to  measure 

the  state  of  the  human  organization  and  resources  results 

in  dysfunctional  consequences  for  the  firm.  Three  of 

these  negative  effects  have  been  discussed  by  Rosen  and 
21 

Schneck.  First,  present  systems  of  historical  cost 
measurement  indicate  improved  performance  in  periods  of 

2  0 

Rensis  Likert,  The  Human  Organization  (New  York: 
McGraw-Hill,  1967),  especially  chapter  9,  "Human  Asset 
Accounting .  ’’ 

2 1 

L.  S.  Rosen  and  Rodney  E.  Schneck,  ’’Some  Behavioral 
Consequences  of  Accounting  Measurement  Systems,"  Cost  and 
Management ,  XLI  (October,  1967),  PP  •  7-9* 
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human  resources  liquidation.  Traditional  accounting 
systems  not  only  omit  this  information,  but  indirectly 
promote  such  a  practice  because  of  the  short-term  gains 
derived . 

Secondly,  accounting  systems  do  not  measure  changes 
in  attitudes  and  motivation.  Conflict  and  distruct  re¬ 
sulting  from  a  deterioration  in  these  conditions  is  dis¬ 
played  in  strikes,  turn-over,  etc.  The  results  are 
eventually  reflected  in  income  statements,  but  the 
accounting  system  offers  no  prior  warning. 

The  third  dysfunctional  consequence  is  also  related 
to  the  failure  of  accounting  systems  to  measure  factors 
such  as  attitudes  and  motivation.  Without  this  infor¬ 
mation,  companies  are  unable  to  take  valid  action  against 
employees  who  distort  performance  measurements,  because 
management  does  not  know  the  reasons  why  reports  are 
being  falsified. 

As  a  starting  point  for  improving  the  managerial 
accounting  system,  Likert  suggests  computing  the  firm’s 
original  investment  in  human  organization.  This  may  be 
accomplished  by  compiling  either  estimated  or  actual 
start-up  costs,  such  as  hiring  and  training.  Recognition 
must  also  be  given  to  the  investment  required  during  the 
period  in  which  individuals  develop  into  a  co-ordinated 
unit .  There  are  many  problems  involved  in  such  an  under¬ 
taking  and  Likert  suggests  shortcuts  such  as  probability 
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A  more  crucial  and  complex  task  involves  estima¬ 
ting  the  current  value  of  the  human  organization.  Up-to- 
date  information  is  necessary  if  management  is  to  detect 
changes  and  trends  in  the  value  of  the  organization. 

This  information  should  reflect  the  abilities  of  the 
human  organization  and  the  capacity  to  use  these  abilities 
in  a  co-operative  manner. 

Due  to  the  difficulty  of  measuring  these  qualities, 
Likert  suggests  the  use  of  several  alternative  approaches 
with  the  results  of  one  method  serving  as  a  check  on  the 
others.  The  frequency  of  measurement  will  depend  on  the 
nature  of  the  task  involved.  Work  involving  the  total 
man,  such  as  research,  will  require  shorter  intervals 
between  measurements.  Likert  suggests  that  further 
research  in  this  area  could  ultimately  lead  to  a  form 
of  standard  costing  for  human  assets. 

Brummet ,  Flamholtz,  and  Pyle 

Drawing  on  Likert’s  work,  Brummet,  Flamholtz,  and 

Pyle  are  attempting  to  operationalize  a  system  of  human 

resources  accounting  for  the  R.  G.  Barry  Corporation  of 
22 

Columbus,  Ohio.  Their  approach  involves  three  steps: 
identifying  the  information  needed,  developing  a  system 
to  provide  the  information,  and  studying  the  impact  of 

22 

P.  Lee  Brummet,  Eric  G.  Flamholtz  and  William 
C.  Pyle,  "Human  Resources  Accounting:  A  Tool  to  Increase 
Managerial  Effectiveness,"  Management  Accounting,  LI 
(August,  1969),  PP-  12-15. 
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the  system.  The  objective  of  this  system  is  "to  provide 
information  to  facilitate  the  process  of  deciding  among 
alternative  investments  in  human  resources  and  to  per¬ 
mit  the  evaluation  of  human  resource  maintenance  and 

2  Q 

utilization . " 

Their  first  step  involves  determination  of 
acquisition  costs.  These  figures  permit  inclusion  of 
the  initial  cost  of  human  assets  in  the  investment  base 
when  evaluating  alternative  projects.  In  addition,  the 
human  element  can  be  included  in  determining  an  optimal 
resource  mix. 

Maintenance  of  human  resources  is  also  important. 

The  system  should  reflect  deteriorating  human  ability 
before  it  is  reflected  in  unfavorable  performance. 
Turn-over,  absences,  and  conflict  are  some  symptoms  of  a 
declining  condition  within  the  organization.  Preliminary 
studies  at  The  University  of  Michigan's  Institute  for 
Social  Research  indicate  that  changes  in  these  variables 
may  preceed  changes  in  profit  figures  by  a  period  of  two 
or  more  years . 

Proper  resource  allocation  and  maintenance  requires 
the  inclusion  of  other  concepts  such  as  outlay  costs, 
replacement  costs,  and  economic  value  of  human  resources. 
The  latter  measure  is  calculated  using  the  discounted 
cash  flow  of  the  human  resources.  Brummet,  Flamholtz  and 
Pyle  foresee  some  adverse  reactions  to  using  this  technical 

23 


Ibid. ,  XLIII,  p.  12. 
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approach  to  valuing  people,  but  they  feel  that  increased 
efficiencies  will  curtail  this  objection. 

Analysis 

The  two  articles  reviewed  in  this  section  provide 
one  of  the  few  clear  cut  examples  of  behavioral  accounting 
research  coming  to  fruition.  The  question  which  arises 
is,  why  this  area  and  not  others?  The  answer  must  lie 
either  in  the  excellence  of  the  research  conducted,  or 
in  the  nature  of  the  subject  itself. 

If  not  the  entire  reason,  the  research  done  is 
certainly  a  contributing  factor.  As  a  foundation  for 
his  discussion  of  human  resources  accounting,  Likert 
has  identified  and  investigated  numerous  organizational 
variables.  These  include  the  processes  of  leadership, 
control,  motivation,  communication,  decision-making,  and 
character-interaction.  Other  researchers  have  also 
contributed  to  the  knowledge  in  this  field. 

One  of  these  is  McGregor  who  has  concentrated  on 
24 

the  management  process.  His  criteria  for  an  effective 
managerial  team  provides  variables  which  could  be  applied 
to  this  aspect  of  human  resources  accounting.  One  of  his 
features  of  an  effective  managerial  team  is  appropriate 
member  skills.  The  proper  combining  of  skills  to  perform 
required  tasks  is  essential  for  effective  performance. 

Human  resources  accounting  can  facilitate  decision-making 

24 

Douglas  McGregor,  The  Professional  Manager  (New 
York:  McGraw-Hill,  1967),  pp .  162-169. 
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in  this  area.  A  second  variable  concerns  the  selective 
use  of  the  team.  It  would  be  useful  if  accounting  systems 
could  determine  the  appropriateness  of  performing  managerial 
activity  in  a  group  setting  or  through  delegation  to  a 
subgroup  or  an  individual.  Other  variables  within  the 
managerial  team  concept  include  mutual  trust ,  mutual  support, 
and  management  of  human  differences . 

To  this  background  Likert  has  added  his  own  insight 
into  the  practical  side  of  the  accounting  function.  The 
net  result  is  a  proposal  for  a  human  resources  accounting 
system  which  recognizes  both  the  pitfalls  and  benefits 
accompanying  the  first  steps  in  this  new  area.  He  does 
not  purport  to  have  answered  all  the  questions,  but 
rather  has  concentrated  on  asking  the  right  questions  and 
suggesting  some  possible  solutions. 

Brummet ,  Flamholtz,  and  Pyle  appear  to  be  equal 
to  the  task  of  operationalizing  Likert’s  concepts. 
Unfortunately  their  article  deals  only  with  preliminaries 
and  thus  largely  reiterates  the  work  of  Likert.  If  any 
criticism  of  their  approach  can  be  made  at  this  juncture, 
it  is  that  their  framework  is  too  neat.  Important  areas 
could  be  overlooked  in  trying  to  design  an  orderly 
framework  for  implementation.  Only  time  will  tell  whether 
or  not  they  share  Likert’s  ability  to  ask  the  right 
questions,  as  well  as  provide  solutions. 

Although  the  research  in  this  area  is  commendable, 
it  is  the  writer’s  opinion  that  the  nature  of  the  subject, 


rather  than  the  research  performed,  is  the  main  factor 
contributing  to  the  advanced  state  of  the  work.  Many 
aspects  of  human  resources  accounting  are  similar  to 
conventional  accounting  practices.  Costs  such  as  hiring 
and  training  are  relatively  easy  to  quantify.  Granted, 
many  of  the  factors  are  more  nebulous,  but  the  fact  re¬ 
mains,  there  are  some  convenient  starting  points.  In 
general,  the  concept  of  human  resources  accounting  is 
much  easier  to  operationalize  than  other  concepts  such 
as  motivation  and  participation. 

SUMMARY 

The  central  theme  of  most  deductive  research  in 
behavioral  accounting  is  the  impropriety  of  the  traditional 
behavioral  assumptions  upon  which  accounting  practice 
is  implicitly  based.  The  result  of  this  impropriety  is 
accounting  information  which  seldom  attains  the  degree 
of  objectivity  attributed  to  it.  Behavioral  accountants 
doing  deductive  research  have  therefore  attempted  to  seek 
out  more  appropriate  assumptions  upon  which  improved 
accounting  systems  can  be  based.  Efforts  have  also  been 
directed  at  determining  the  undesirable  implications  of 
traditional  assumptions. 

Each  of  the  models  discussed  in  the  first  section 
encompassed  a  complete  accounting  system  or  subsystem. 

These  models  attempt  to  indicate  the  form  of  the  relation¬ 
ship  between  the  organization  and  the  individual  and  its 
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implications  for  accounting.  Ijiri,  Jaedicke,  and 
Knight’s  model  is  a  good  example.  In  present  form, 

Caplan’s  model  is  too  general,  while  Golembiewski ’ s  is 
based  on  either  weak  or  inappropriate  assumptions . 

The  concepts  of  motivation  and  control  discussed 
in  the  second  section  are  central  to  much  of  behavioral 
accounting.  As  well  as  being  incorporated  in  the  models 
reviewed  in  the  first  section,  they  form  the  basis  of 
most  discussions  on  budgets.  The  works  of  Becker  and 
Green,  and  Stedry  are  no  exception.  The  proposals  for 
a  human  resources  accounting  system  also  recognize  the 
effects  of  motivation  and  control  on  the  value  of  the 
human  organization. 

The  preliminary  nature  of  most  deductive  research 
in  behavioral  accounting  precludes  immediate  implementation 
of  the  findings.  Although  concepts  such  as  motivation 
and  participation  are  extremely  Important  in  accounting, 
the  present  body  of  knowledge  in  this  field  is  incomplete. 
The  reason  for  this  is  two-fold. 

First,  the  behavioral  sciences  do  not  provide 
unified  theories .  An  example  is  provided  by  the  works  of 
Becker  and  Green,  and  Stedry.  At  the  time  these  articles 
were  written,  psychologists  disagreed  on  the  meaning  of 
"level  of  aspiration.”  This  conflict  detracted  from 
the  constructive  aspects  of  the  exchange  between  these 
researchers . 


The  second  reason  concerns  the  complex  nature  of 
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the  organizations  within  which  these  concepts  are  applied. 
Each  firm  has  unique  characteristics  in  terms  of  individual 
members  and  organizational  setting.  Participation  in 
budget  setting  for  example,  may  work  well  in  instances 
where  cohesive  informal  groups  exist,  but  may  be  of  no 
benefit  in  assembly  line  settings  where  there  is  little 
opportunity  for  formation  of  informal  groups. 

On  the  positive  side  of  the  ledger,  two  accomplish¬ 
ments  can  be  noted.  The  beginnings  of  a  framework  now 
exist.  Much  of  the  ground  work  has  already  been  done, 
thus  facilitating  incorporation  of  more  concrete  findings 
from  the  behavioral  sciences  as  they  appear.  Secondly, 
a  starting  point  has  been  provided  for  those  undertaking 
empirical  verification.  Much  work  remains  to  be  done, 
however,  before  accountants  are  adequately  prepared  to 
take  full  advantage  of  the  unified  theories  which  behav¬ 
ioral  scientists  are  striving  to  construct. 


. 


CHAPTER  V 


INDUCTIVE  RESEARCH  IN  BEHAVIORAL  ACCOUNTING 

Inductive  research  in  behavioral  accounting  has 
been  largely  concentrated  in  two  areas;  the  control  pro¬ 
cess  and  the  decision-making  process.  This  emphasis  is 
logical  considering  the  importance  of  the  accounting 
function  in  these  areas.  The  review  of  the  behavioral 
literature  in  Chapter  III  and  the  discussion  of  deductive 
research  in  the  preceeding  chapter  have  pointed  out 
numerous  behavioral  implications  inherent  in  these  processes. 
The  works  contained  in  this  chapter  are  attempts  to  test 
the  validity  of  some  of  these  deduced  assumptions. 

A  different  approach  to  inductive  investigation 
is  implicitly  suggested  by  Caplan.  He  favours  deter¬ 
mination  of  the  current  view  of  behavior  held  by  accountants 
as  the  logical  starting  point.  His  study  Is  reviewed  in 
the  first  section. 

The  second  section  looks  at  the  control  process . 

Bonini  has  chosen  to  investigate  this  area  via  a  computer 
model.  For  this  reason,  his  conclusions  are  only  as  valid 
as  the  simulation  he  has  constructed.  Churchill,  Cooper, 
and  Sainsbury  have  studied  the  behavioral  effects  of  audits? 
while  DeCoster  and  Fertakis  have  examined  the  way  in  which 


88 


89 


budget-induced  pressure  affects  the  attitudes  of  super¬ 
visors  towards  their  subordinates.  All  of  the  results  de¬ 
rived  are  of  a  tentative  nature. 

Bruns  and  Dyckman  have  each  chosen  inventory 
valuation  methods  as  a  means  for  determining  relation¬ 
ships  between  accounting  information  and  decision-making. 
Through  laboratory  experimentation,  they  both  find  that 
.decisions  are  not  affected  when  the  same  information  is 
presented  in  alternate  forms.  Sorter  and  Becker,  and 
Livingstone  have  studied  a  similar  relationship  using  the 
tax  allocation  method  as  the  independent  variable. 

BEHAVIORAL  ASSUMPTIONS  HELD  BY  ACCOUNTANTS 

This  section  reviews  one  article  by  Caplan.  His 
study  attempts  to  determine  the  behavioral  assumptions 
held  by  accountants.  Although  there  has  not  been  a  great 
deal  of  work  done  In  this  area,  the  topic  is  deemed 
important  enough  to  warrant  its  inclusion.  The  uniqueness 
of  this  study  necessitates  placing  it  under  a  separate 
heading . 

As  evidenced  by  the  works  reviewed  in  the  pre- 
ceeding  chapter,  there  has  been  a  great  deal  of  investi¬ 
gation  regarding  the  implications  of  basing  accounting 
systems  on  different  sets  of  behavioral  assumptions.  Very 
little  effort  has  been  expended,  however,  on  determining 
the  view  of  human  and  organizational  behavior  actually 
held  by  accountants.  Caplan  suggests  that  such  a  study 
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is  a  necessary  first  step  for  determining  the  relation¬ 
ship  between  the  views  held  and  consequences  of  the  ac¬ 
counting  system  which  results.  Only  then  is  it  possible 
to  measure  the  benefits  derived  from  introducing  changes 
based  on  different  assumptions. 

The  following  study  by  Caplan  is  an  extension  of 
his  earlier  work  in  constructing  a  traditional  and  behav¬ 
ioral  model  of  managerial  accounting.  In  this  study  he 
has  attempted  to  determine  the  actual  view  of  human  and 
organizational  behavior  held  by  accountants.  He  has  also 
related  these  assumptions  to  the  accounting  systems  em¬ 
ployed.  Finally,  he  has  discussed  the  consequences  for  the 
organization,  and  its  members,  of  holding  the  various 
models . 

Caplan 

The  basic  assumption  of  Caplan fs  model  reviewed 
in  Chapter  IV,  is  that  management  accounting  is  directed 
at  influencing  human  behavior.  He  has  inferred  from  this 
that  the  view  of  behavior  held  by  accountants  determines 
the  characteristics  of  the  accounting  system  employed. 

He  has  further  deduced  that  different  models  will  generate 
different  consequences  for  the  organization  and  its  mem¬ 
bers.  These  tentative  conclusions  required  empirical  in¬ 
vestigation  in  order  to  test  their  validity. 


In  the  study  which  he  conducted,  Caplan  surveyed 


' 


20  managerial  accountants  and  20  non-accountants,  in 
order  to  determine  if  their  views  of  behavior  differed 
significantly.1  The  focal  point  of  the  study  is  standard 
cost  systems,  which  require  behavioral  assumptions  on  the 
part  of  both  accountants  and  managers.  Interviews  were 
conducted  in  order  to  determine  attitudes  towards  organ¬ 
izational  goals,  objectives  of  accounting  systems,  and 
the  use  of  standard  costs  for  control  purposes. 

With  respect  to  organization  goals  he  found  that 
seventy-five  per  cent  of  the  accountants  perceived  profit 
maximization  as  the  prime  objective  whereas  roughly 
seventy  per  cent  of  the  non-accountants  believed  the  major 
objective  was  achieving  a  satisfactory  level  of  profits. 
Both  sample  groups  were  closer  to  the  modern  model  than  the 
traditional  model  regarding  the  additive  nature  of  organ¬ 
izational  sub-goals.  They  believed  that  achievement  of 
individual  and  department  goals  did  not  always  contribute 
to  attainment  of  overall  organizational  goals.  In  spite  of 
this  "modern”  view,  accountants  tended  to  operate  their 
accounting  systems  as  if  sub-goals  were  additive. 

The  view  of  individual  behavior  held  by  accountants 
resembles  Caplan’s  "traditional”  model.  In  other  words, 
workers  were  looked  on  as  being  motivated  by  economic 

1Edwin  H.  Caplan,  "Behavioral  Assumptions  of 
Management  Accounting  -  Report  of  a  Field  Study,"  The 
Accounting  Review,  XLIII  (April,  1968).  pp .  3^2-362^ 


rewards.  Accounting  control  systems  were  viewed  as  a 
means  to  overcome  workers’  inefficient  and  lazy  nature. 

"V 

Most  interviewees  felt  that  short  and  long  term  profits 
would  decline,  due  to  rising  costs,  if  controls  were 
eliminated.  Nevertheless,  they  felt  that  the  workers 
did  not  dislike  the  controls.  This  fits  the  traditional 
theory  which  holds  that  man  seeks  security,  and  appreciate 
being  provided  with  a  goal. 

On  the  topic  of  management  behavior,  the  sample 
also  tended  towards  the  traditional  model.  Authority 
was  viewed  as  flowing  down  the  organization  chart  rather 
than  being  accepted  from  below.  On  the  basis  of  Caplan’s 
other  results,  it  is  not  surprising  that  his  findings 
with  respect  to  the  role  of  managerial  accounting  also 
tended  towards  the  traditional  end  of  the  scale.  The 
primary  objective  of  the  accounting  system  was  indicated 
as  being  cost  minimization  rather  than  the  ’’information 
system”  approach  taken  by  a  small  minority  of  the  ac¬ 
countants  .  Very  few  of  the  sample  indicated  knowledge 
of  the  more  important  recent  literature  in  organization 
theory . 

Caplan  concluded  his  study  by  drawing  on  various 
empirical  investigations  in  the  behavioral  sciences  which 
indicate  some  of  the  dysfunctions  arising  from  adherence 
to  the  traditional  assumptions  of  human  behavior.  He 
advocates  further  research  in  this  area  with  the  objective 
being  placement  of  the  various  models  on  a  scale,  in  order 
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to  facilitate  correlation  of  models  and  resulting  per¬ 
formance  . 

Analysis 

The  results  of  Caplan’ s  study  do  not  hold  many 
surprises.  The  direction,  if  not  the  degree,  of  ac¬ 
countants  towards  the  traditional  model  parallels  some 
of  the  works  reviewed  previously.  The  belief  by  ac¬ 
countants  that  workers  are  lazy  and  inefficient  is  probably 
based  on  actual,  or  near,  first-hand  experience.  Recall 
however,  that  McGregor  attributes  this  type  of  behavior  to 
man’s  experiences  rather  than  his  inherent  characteristics. 
What  Caplan  has  classed  as  a  traditional  view  on  the  part 
of  accountants  may  be  more  realistic  in  this  instance, 
than  the  corresponding  assumption  of  his  modern  model. 

Likewise,  the  perceived  goal  of  profit  maximization 
on  the  part  of  accountants  is  probably  realistic.  The 
system  they  work  with  consists  of  a  series  of  sub-systems. 
Their  job  is  to  maximize  profits  related  to  sub-goals. 

The  factoring  of  conceptual  goals  into  sub-goals  is  done  by 
top  management.  Once  factorization  is  complete,  attempts 
should  be  directed  at  obtaining  maximum  results  in  each  sub- 
area.  This  does  not  necessarily  mean  that  the  firm  is 
seeking  to  maximize  profits,  although  this  may  be  the  im¬ 
pression  conveyed  to  the  accountants. 

Regarding  the  question  of  why  accountants  hold 
traditional  views,  Caplan  does  not  discuss  the  lack  of 
operational  alternatives.  In  the  preceeding  chapter,  we 


encountered  several  examples  of  disagreement  between 
behavioral  scientists  on  relatively  basic  issues.  Perhaps 
the  accountant’s  traditional  view  results  from  the  fact 
that  it  is  the  only  workable  option  available. 

In  general,  Caplan’s  conclusion  is  sound.  He 
suggests  that  the  traditional  views  of  behavior  "may  not 
provide  a  completely  adequate  basis  for  understanding, 
evaluating,  and  effectively  influencing  organization  be¬ 
havior."  Unfortunately,  he  draws  this  conclusion  from  a 
survey  of  related  studies  rather  than  observation  of  the 
firms  he  was  studying.  By  taking  this  approach  he  has  run 
the  risk  of  excluding  important  variables  such  as  leader¬ 
ship  style,  technology,  and  environmental  constraints. 

With  the  inclusion  of  these  and  other  variables,  further 
work  in  this  area  should  prove  rewarding  and  worthwhile. 

CONTROL 

Each  of  the  studies  reviewed  in  this  section  tests 
hypotheses  concerning  the  behavioral  effects  of  accounting 
control  techniques.  The  behavioral  literature  reviewed  in 
Chapter  III  and  the  deductive  research  discussed  in  Chapter 
IV  both  suggest  various  undesirable  effects  of  traditional 
control  techniques.  The  studies  reviewed  in  this  section 
attempt  to  verify  some  of  these  assumptions. 

The  first  study,  by  Bonini,  is  important  not  only 
for  the  conclusions  drawn  but  also  for  the  research  tech¬ 
niques  employed.  He  has  used  a  computer  model  to  simulate 
a  firm’s  control  process.  His  simulation  combines  what  he 


calls,  "control-in-the-large"  and  "control-in~the-small . " 
This  model  has  been  used  to  determine  the  effects  of 
changes  in  the  external  environment,  and  in  the  "tightness 
of  production  cost  standards.  These  tests  yielded  some 
unexpected  results  regarding  sales  and  costs. 

Churchill,  Cooper,  and  Sainsbury  have  sought  a 
better  understanding  of  the  behavioral  effects  of  audits. 
They  employ  the  concept  of  audit  "per  se"  which  includes 
both  examination  of  records  and  supervisory  checks.  Their 
methodology  includes  both  a  laboratory  study  and  field 
study.  The  laboratory  study  examined  various  experimental 
states  such  as  audit  anticipation  and  supervisory  checks. 
The  field  study  was  designed  primarily  to  gather  infor¬ 
mation  to  facilitate  further  research.  The  value  of  their 
study  rests  more  on  the  foundation  it  provides  for  further 
work  than  it  does  on  the  conclusions  reached. 

The  study  by  DeCoster  and  Fertakis  examined  the 
method  by  which  supervisors  pass  on  felt-pressure  to 
subordinates .  Their  main  concern  was  with  budget-induced 
pressure.  They  hypothesized  that  increased  budget- 
induced  pressure  experienced  by  a  supervisor  will  induce 
a  more  production-orientated  attitude  on  his  part,  as 
opposed  to  a  human  relations  approach.  Their  results  did 
not  permit  acceptance  of  this  hypothesis. 

Bonini 


In  order  to  evaluate  the  effects  of  various  aspects 
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of  the  control  concept,  Bonini  constructed  a  computer  model 

which  combines  what  he  calls  "control-in-the  large”  and 

2 

"control-in-the-small . ”  The  former  involves  broad  policy 
decisions  aimed  at  achieving  the  goals  of  the  organization. 
The  latter  concerns  individual  decisions  whereby  a  person 
seeks  to  achieve  goals  set  for  him,  (such  as  a  salesman 
deciding  how  to  achieve  a  quota) . 

The  sub-model  simulating  control-in-the-small 
decisions  was  based  on  the  psychological  variable  "felt- 
pressure.”  This  was  measured  on  an  index  containing  weight¬ 
ings  for  pressures  generated  either  by  superiors  or  by 
information  regarding  present  and  past  performance.  The 
model  operated  on  the  assumption  that  increased  pressure 
generally  results  in  postive  motivation.  Recognition  was 
also  given  to  those  persons  who  perform  adversely  under 
conditions  of  increased  pressure. 

This  sub-model  was  integrated  into  a  total  model 
which  simulates  the  operation  of  a  firm.  Decision  rules 
for  the  model  were  derived  from  economics,  accounting,  and 
the  behavioral  sciences.  Space  prohibits  a  detailed  des¬ 
cription  of  either  the  hypotheses  tested  or  the  conclusions 
reached,  but  we  shall  briefly  discuss  two  findings  pertinent 
to  behavioral  research  in  accounting.  These  concern  var¬ 
iations  in  the  external  environment  and  in  the  "tightness” 

2 

Charles  P.  Bonini,  "Simulation  of  Organizational 
Behavior,"  in  Management  Controls,  ed .  by  Charles  P. 

Bonini,  Robert  K.  Jaedicke,  and  Kenneth  C.  Wagner  (San 
Francisco,  McGraw-Hill,  196*0,  pp.  91-101. 
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of  production  cost  standards. 

The  presence  of  a  highly  variable  environment  led 
to  higher  sales,  lower  costs,  and  greater  profits.  Bonini 
concluded  that  fluctuations  in  costs  and  sales  increased 
pressure  and  kept  the  firm  more  "on  its  toes.”  More  im¬ 
portant  from  an  accounting  standpoint,  he  found  that 
changing  from  average-cost  to  the  LIFO  inventory  valuation 
method  created  artificial  variability  in  profits  and 
resulted  in  significantly  increased  performance.  This 
finding  raises  questions  as  to  whether  accounting  systems 
should  incorporate  practices  designed  to  smooth  data  on 
costs ,  etc . 

In  regards  to  production  cost  standards,  Bonini 
found  that  tighter  standards  reduced  costs  and  also  re¬ 
duced  sales.  He  attributed  this  to  lessening  pressure 
on  the  sales  force  caused  by  increased  profits,  resulting 
from  reduced  costs.  The  opposite  effect  was  noted  when 
cost  standards  were  loosened.  These  effects  were  more 
noticeable  when  the  firm’s  environment  was  relatively 
stable.  These  results  raise  questions  regarding  the  oft- 
assumed  independence  of  the  sales  and  production  depart¬ 
ments.  His  results  suggest  that  normal  decision  rules 
and  accounting  systems  do  not  give  sufficient  attention  to 
co-ordinating  goals  between  departments. 

Churchill,  Cooper,  and  Sainsbury 


Audits  are  one  technique  employed  by  management  to 


control  the  action  of  subordinates.  In  order  to  better 
understand  the  behavioral  effects  of  audits,  Churchill, 
Cooper,  and  Sainsbury  employed  the  two-fold  concept  of  the 
’’audit  per  se.”  This  concept  includes  observation  of 
performance  by  a  supervisor,  and  examination  of  records  of 
past  performance  by  an  accountant.  Their  approach  in¬ 
volved  both  a  field  study  and  laboratory  experimentation. 

The  laboratory  task  consisted  of  solving  problems 
and  recording  results.  The  two  sets  of  subjects  were 
from  either  an  academic,  or  industrial  background.  Per¬ 
formance  was  measured  In  terms  of  the  number  of  problems 
solved  and  the  accuracy  of  the  records  kept.  Performance 
was  correlated  with  four  experimental  states :  normal 
conditions,  audit  anticipation,  audit  occurrence,  and 
supervisory  output  check. 

Anticipation  of  an  audit  caused  significant  in¬ 
creases  in  the  recording  errors  made  by  student  subjects 
whereas  these  errors  were  significantly  decreased  for  the 
industrial  subjects.  Under  various  combinations_  of  the 
four  states,  the  number  of  problems  solved  by  the  students 
did  not  change  significantly  although  some  increases  did 
occur  under  non-normal  conditions.  For  the  industrial 

Neil  C.  Churchill,  William  W.  Cooper,  and  Trevor 
Sainsbury,  ’’Laboratory  and  Field  Studies  of  the  Behavioral 
Effects  of  Audits,”  in  Management  Controls,  ed.  by  Charles 
P.  Bonini ,  Robert  K.  Jaedicke,  and  Kenneth  C.  Wagner  (San 
Francisco,  McGraw-Hill ,  1964),  pp .  253-267* 
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subjects,  the  combination  of  audit  anticipation  and  super¬ 
visory  check  significantly  increased  the  number  of  problems 
solved.  Combining  the  three  non-normal  conditions  however, 
decreased  significantly  the  number  of  problems  solved  by 
this  group.  Accuracy  of  records  kept  was  not  significantly 
affected  under  any  of  the  experimental  conditions. 

The  above  results  led  the  researchers  to  make  two 
tentative  conclusions.  First,  it  appears  that  individuals, 
or  classes  of  individuals,  react  differently  to  audit  con¬ 
ditions.  It  follows  that  "various  kinds  of  audits  may  have 
adverse  effects  if  applied  uniformly  with  respect  to  persons 
and  organization  structure."  Secondly  they  concluded  that 
varying  the  constitutents  of  the  "audit  mix"  may  produce 
countervailing  tendencies  in  terms  of  performance. 

In  addition  to  the  above  described  study,  the  re¬ 
searchers  conducted  a  correlational  study  of  eight  firms 
in  the  Pittsburg  area.  Open-ended  interviews  were  employed 
to  gain  information  on  a  variety  of  audit-related  topics 
including  experience  with  audits  and  material  contained  in 
audits.  Although  analysis  of  the  information  gathered 
yielded  few  conclusive  results,  some  interesting  tendencies 
may  be  noted. 

More  than  eighty  per  cent  of  the  respondents  viewed 
audits  as  a  one-way  flow  (upwards)  of  information.  Most  of 
the  subjects  viewed  the  auditor  as  examining  the  system 
rather  than  checking  on  them  as  individuals .  The  only  sub¬ 
jects  having  the  latter  impression  were  lower  level  ac- 


100 


countants.  The  replies  also  indicated  that  the  interviewees 
perceived  the  ’’audit  per  se”  as  producing  little  or  no 
effect  on  their  behavior.  The  results  of  these  studies  have 
not  led  the  researchers  to  any  firm  conclusions,  other  than 
the  fact  that  further  research  on  audits  will  have  to 
incorporate  various  approaches. 

DeCoster  and  Fertakis 

Likert  as  well  as  others,  has  found  that  ’’human 

relations”  managers  tend  to  achieve  higher  performance  from 

subordinates  than  "production-oriented  managers.”  DeCoster 

and  Fertakis  have  labeled  these  forms  of  supervision 

4 

’’consideration”  and  ’’structuring”  respectively.  They 
hypothesized  that  a  high  amount  of  budget-induced  pressure 
on  a  supervisor  accompanied  by  nonparticipation,  would  be 
positively  related  to  structuring  behavior  on  the  part  of 
the  supervisor.  Results  of  their  study  did  not  support 
this  hypothesis  and  in  fact,  the  relationship  was  found  to 
be  the  opposite. 

Their  methodology  consisted  of  administering 
questionnaires  to  a  sample  of  supervisors  and  their  sub¬ 
ordinates.  The  questionnaire  completed  by  supervisors 
was  designed  to  measure  the  budget  pressure  felt  by  a 
supervisor  as  a  function  of  his  perceived  role  expectations. 

^Don  T.  DeCoster  and  John  P.  Fertakis,  "Budget- 
Induced  Pressure  and  Its  Relationship  to  Supervisory 
Behavior,”  Journal  of  Accounting  Research,  VI  (Autumn, 

1968),  pp.  237-246 . 
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Leadership  behavior  questionnaires  given  to  subordinates 
provided  information  on  their  perceived  attitudes  con¬ 
cerning  the  style  of  leadership  displayed  by  the  super¬ 
visor.  Various  statistical  techniques  were  employed  in  an 
attempt  to  determine  the  degree  of  correlation  between 
the  style  of  leadership  displayed  and  the  budget  pressure 
felt  by  the  supervisor. 

Unexpectedly,  a  positve  correlation  was  found  be¬ 
tween  increased  budget  pressure  and  consideration  style 
supervision.  Further  analysis  revealed  that  the  correlation 
resulted  largely  from  the  relationship  in  one  section  of 
the  questionnaire  dealing  with  pressure  from  the  super¬ 
visor’s  immediate  superior.  DeCoster  and  Fertakis  suggest 
the  interpretation  that  supervisors  encourage  higher 
effectiveness  of  subordinates  by  becoming  more  friendly 
and  less  arbitrary. 

The  study  did  yield  the  expected  result  that  non¬ 
participation  increased  budget  pressure.  In  the  event  of 
further  evidence  along  these  lines,  the  researchers  suggest 
that  budgetary  methods  should  be  altered  so  that  super¬ 
visors  become  the  dominant  source  of  pressure.  They  also 
recommend  long-range  studies  to  determine  the  extent  to 
which  supervisors  alternate,  or  trade-off,  between  con¬ 
sideration  and  structuring  behavior. 

Analysis 


It  would  be  difficult  to  apply  most  of  the  findings 
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contained  in  these  studies.  Nevertheless,  they  provide 
direction  for  future  research.  In  this  regard  they  are 
representative  of  much  of  the  inductive  research  in  be¬ 
havioral  accounting.  The  complexity  of  human  and  organ¬ 
izational  behavior  all  but  precludes  effective  use  of 
controlled  experiments .  The  studies  reviewed  in  this 
section  provide  some  valuable  groundwork,  but  they  also 
leave  many  questions  unanswered. 

Bonlni T s  work  exemplifies  a  new  approach  to  de¬ 
ductive  research.  His  use  of  a  computer  model  to  simulate 
the  control  process  has  permitted  him  the  controlled  con¬ 
ditions  of  the  laboratory  while  allowing  incorporation  of 
external  variables  usually  present  only  in  correlational 
studies .  The  validity  of  his  findings  depend  on  the 
approapriateness  of  the  decision  rules  he  has  used.  In¬ 
creased  understanding  regarding  the  firm’s  decision  pro¬ 
cess  will  render  such  models  invaluable. 

The  scope  of  this  thesis  does  not  allow  a  complete 
analysis  of  Bonlni ’s  study.  This  would  require  an  investi¬ 
gation  of  all  of  the  assumptions  he  has  employed.  This 
discussion  deals  with  only  one  relationship  which 
exemplifies  the  problems  common  to  studies  of  this  type. 
This  relationship  concerns  the  positive  correlation  be¬ 
tween  environmental  variability  and  performance. 

Bonini  has  adjusted  variability  by  increasing  or 

decreasing  "the  standard  deviations  of  the  probability 

q 

distributions  determining  costs  and  sales...."  This 
q 

Bonlni,  op .  cit .  ,  p.  99 
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implies  that  changes  in  other  factors  (such  as  felt 
pressure)  will  affect  performance  more  in  a  variable 
environment  than  in  a  stable  one.  If  his  decision  rules 
equate  increased  variability  with  increased  pressure,  and 
increased  pressure  with  increased  effort,  then  the  positive 
relationship  he  has  found  is  not  surprising.  If  the 
assumed  relationships  are  in  the  opposite  direction,  it 
is  difficult  to  see  how  he  arrived  at  the  conclusion  he 
did. 

In  summary,  the  most  fruitful  area  for.  further 
research  appears  to  be  investigation  of  his  assumed  re- 
lationships.  The  computer  model  he  has  constructed  should 
prove  useful  for  this  purpose  as  well  as  for  determining 
the  effects  these  decision  rules  have  on  the  total  system. 

The  results  of  the  Churchill,  Cooper,  and  Sainsbury 
study  are  rather  complicated  to  interpret  other  than  to 
reiterate  their  conclusion  that  various  approaches  are 
necessary  in  studying  the  effects  of  audits.  It  is  inter¬ 
esting  to  note  the  differences  between  the  academic  and  the 
industrial  subjects.  This  has  implications  for  auditing 
practice,  as  well  as  for  researchers  investigating  the 
behavioral  effects  of  audits. 

One  question  which  might  be  looked  at  is:  why  do 
students  react  differently?  Is  it  because  they  are  better 
educated,  or  is  it  a  result  of  their  environment?  If  the 
former  is  true,  further  studies  of  audits  must  include  a 
variable  which  recognizes  the  rising  education  levels  for 


■ 
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the  country  as  a  who  1.0.  Consideration  would  also  have  to 
be  given  to  the  fact  that  different  levels  of  the  company 
hierarchy  are  often  associated  with  different  levels  of 
education.  This  is  only  one  example  of  the  questions  which 
must  await  further  research. 

The  negative  correlation  between  budget-induced 
pressure  and  structuring  style  of  management,  discussed 
by  DeCoster  and  Fertakis ,  appears  contradictory  to  much  of 
current  thought  in  this  field.  The  validity  of  their  findings 
is  contingent  upon  the  appropriateness  of  the  methodology 
they  have  employed.  Their  study  brings  together  many  of 
the  problems  in  research  methodology  discussed  previously. 

Participants  were  chosen  from  firms  whose  top 
management  agreed  to  the  study.  It  is  possible  that 
agreement  to  participate  indicates  a  "progressive"  attitude 
on  the  part  of  top  management ,  but  it  is  questionable 
whether  one  can  deduce  from  this  that  first  line  supervisors 
would  hold  similar  attitudes.  The  possibility  of  a  biased 
sample  cannot  be  ruled  out  however. 

Several  other  factors  could  bias  their  results. 

The  only  significant  relationship  they  discovered  was 
between  "pressure  from  individual  superior"  and  super¬ 
visor  attitudes.  Separation  of  budget  pressure  from  other 
pressures  seems  an  almost  impossible  task.  In  addition  to 
this,  the  supervisors’  attitudes  were  being  measured  by 
the  workers .  This  means  that  one  person  was  estimating 
how  another  person  felt  as  a  result  of  the  actions  of  a 
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third  person.  Also,  there  is  the  possibility  that  the 
supervisors’  attitudes  were  not  related  to  a  desire  on 
their  part  for  increased  output,  but  rather  reflected 
the  way  people  react  in  times  of  stress. 

On  the  other  hand,  if  we  accept  the  validity  of 
their  methodology,  the  problem  then  becomes  one  of  ex¬ 
plaining  their  findings.  The  simplest  explanation  is 
that  the  supervisors  feel  that  the  human  relations 
approach  results  in  increased  productivity.  This  would 
indicate  that  these  supervisors  implicitly  agree  with 
the  work  of  Likert,  McGregor,  and  some  other  behavioral 
scientists . 

Why  do  they  agree?  Perhaps  their  past  experiences 
have  led  these  supervisors  to  the  same  conclusions  that 
behavioral  scientists  have  derived  through  directed  ex¬ 
periments  and  observations.  In  any  event,  it  appears 
crucial  that  accountants  recognize  the  many  variables 
present  in  the  process  through  which  budgets  and  other 
accounting  reports  are  transformed  from  figures  into 
actual  output . 

INVENTORY  VALUATION  AND  DECISION-MAKING 

William  Bruns  and  Thomas  Dyckman  have  both  tested 
hypotheses  concerning  the  effects  of  different  inventory 
valuation  methods  on  various  business  decisions.  Both 
researchers  employed  a  computer  model  to  simulate  the 
operation  of  a  firm.  Periodic  decisions  regarding  price. 
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output,  etc.  were  made  by  panels  of  subjects.  Both 
studies  concluded  that  the  type  of  inventory  valuation 
method  does  not  affect  the  decision  made. 

Bruns 

Bruns  has  attempted  to  answer  the  question,  "Are 
business  decisions  affected  by  the  inventory  valuation 
method  used?"^  Toward  this  end  he  conducted  a  study 
involving  a  business  game  which  allowed  changes  in  the 
method  of  valuing  inventory.  Completion  of  the  study 
revealed  no  significant  differences  among  decisions  made 
by  those  subjects  operating  under  Lifo,  Fifo,  or  direct- 
costing  inventory  valuation  methods. 

In  seeking  answers  to  the  question  posed  above, 
Bruns  ruled  out  both  theoretical  analysis  and  field 
studies.  The  former  requires  numerous  assumptions  about 
the  decision-making  process  while  the  latter  necessitates 
comparing  the  decisions  of  different  firms,  or  of  one 
firm  over  time.  The  difficulties  involved  in  these 
approaches  prompted  Bruns  to  employ  a  business  game  re¬ 
quiring  only  three  decisions.  These  periodic  decisions 
related  to  selling  price,  quantity  produced,  and  adver¬ 
tising  expenditure.  The  simulated  firm  operated  under 
monopolistic  conditions. 

His  panel  of  subjects  consisted  of  fifty-six 

^William  J.  Bruns  Jr.,  "Inventory  Valuation  and 
Management  Decisions,"  The  Accounting  Review,  XL  (April, 

1965),  pp.  345-357. 
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business  students  and  fifty-two  businessmen.  Selection 
of  subjects  was  on  the  basis  of  expressed  desire  to  parti¬ 
cipate  rather  than  on  a  random  basis  .  The  players  were 
evenly  divided  among  those  receiving  company  reports 
based  on  Lifo,  Fifo,  and  direct  costing  inventory  valuations. 
The  experimental  session  lasted  less  than  five  hours  with 
decisions  and  results  being  exchanged  every  fifteen  to 
twenty  minutes . 

Five  hypotheses  were  tested.  Three  concerned  the 
differences  in  the  price,  quantity,  and  advertising 
decision.  Two  secondary  hypotheses  were  included  to  de¬ 
termine  whether  expectations  for  a  specific  future  period 
were  different,  and  also  whether  ending  inventories 
differed.  Analysis  of  results  did  not  reveal  major  dif¬ 
ferences  among  the  various  decisions.  The  few  instances 
of  significant  difference  are  explained  by  Bruns  as  ’’due 

to  the  initial  values  adopted  in  the  game  rather  than  to 

7 

the  different  inventory  methods  used.™ 

Because  all  firms  operated  under  similar  conditions, 
it  was  expected  that  differences  would  appear  regarding 
the  timing  of  decisions.  Under  direct  costing,  net  income 
varies  directly  with  sales  and  it  was  thus  expected  that 
decisions  under  this  method  would  respond  to  external 
variations  more  rapidly  than  under  absorption  methods. 

It  was  also  expected  that  inventory  profits  or  losses 

7 

Bruns,  op .  cit .  ,  XL,  p.  357- 
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resulting  from  Fifo  valuation  would  cause  slower  adjust¬ 
ment  to  changing  conditions  than  would  be  the  case  under 
Lifo  valuation.  As  mentioned  above,  the  experiment  did 
not  support  these  expectations. 

Dyckman 

Dyckman  has  also  addressed  himself  to  the  problem 
of  inventory  valuation  methods  and  their  affects  on  business 

g 

decisions.  Like  Bruns,  his  experimental  design  includes 
a  business  game  simulation.  More  important,  his  results 
concur  with  those  of  Bruns.  In  other  words,  the  inventory 
valuation  method  did  not  significantly  affect  the  decisions 
made . 

Dyckman Ts  simulation  Included  decisions  on  divi¬ 
dends  and  research  and  development  expenditures,  as  well 
as  price,  quantity,  and  advertising.  Each  industry  had 
three  firms  which  operated  in  an  oligopolistic,  single 
product  market.  Past  financial  and  other  data  were  given 
to  student  subjects  on  two  occasions  with  about  two  and 
one-half  months  intervening.  The  data  on  each  occasion 
was  the  same,  with  the  exception  of  a  random  size  factor 
and  a  change  in  the  inventory  valuation  method  from  Lifo 
to  Fifo,  or  vice-versa. 

During  the  first  phase,  participants  were  led  to 
believe  that  the  experiment  would  not  be  repeated. 

o 

°Thomas  R.  Dyckman,  "The  Effects  of  Alternative 
Accounting  Techniques  on  Certain  Management  Decisions,” 
Journal  of  Accounting  Research,  II  (Spring,  1964),  pp .  91- 
107. 


109 


Supplementary  questionnaires  indicated  that  few  subjects 
recognized  any  similarity  between  the  sets  of  data  pro¬ 
vided  for  the  two  experiments.  The  experimental  data  was 
also  classified  according  to  decreasing,  increasing  or 
stable  earnings  trends.  There  were  thus  nine  sets  of 
data  based  on  the  three  variations  above,  and  three  size 
categories . 

The  decisions  made  during  the  two  experimental 
runs  were  tested  for  the  influence  of  size,  earnings 
trend,  and  inventory  cash  flow  assumption.  Numerous 
limitations  of  the  study  are  noted  by  Dyckman,  but  he 
feels  that  they  do  not  weaken  the  preponderant  findings . 

Analysis 

The  two  studies  reviewed  in  this  section  appear  to 
fit  within  the  model  which  Ijiri,  Jaedicke,  and  Knight 
developed  a  few  years  later.  Both  studies  attempted  to 
relate  changes  in  the  accounting  process  to  changes  in 
decisions  based  on  the  information  reported.  Unlike  the 
model  referred  to  above,  the  results  of  these  studies 
have  narrow  applicability.  This  stems  from  the  specific 
nature  of  the  hypotheses  formulated  and  the  weaknesses 
inherent  in  the  methodologies  employed. 

Chapter  II  discussed  numerous  limitations  inherent 
in  laboratory  experimentation.  These  include  the  task, 
setting,  reward  structure,  and  choice  of  subjects.  All 
of  these  limitations  are  found  in  the  studies  of  Bruns 
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and  Dyckman.  The  most  obvious  perhaps,  is  the  choice  of 
sub  j  ects . 

Churchill,  Cooper,  and  Sainsbury,  for  example, 
found  differences  between  student  and  industrial  subjects. 

This  does  not  warrant  rejection  of  Bruns  and  Dyckman fs 
findings,  but  it  does  weaken  the  validity.  One  variable 
particularly  affected  is  that  of  "functional  fixation." 

Ijiri,  Jaedicke,  and  Knight  emphasized  the  importance  of 
this  concept  in  the  relationship  between  the  accounting 
process  and  decisions.  It  is  unlikely  that  students  share 
the  same  experiences  in  regard  to  inventory  valuation 
methods  as  businessmen.  The  fact  that  Bruns  combined 
students  and  businessmen  does  little  to  weaken  this 
criticism. 

In  terms  of  scope,  the  results  of  these  studies 
are  quite  narrow.  Knowledge  of  the  effects  of  inventory 
valuation  methods  on  decisions  is  of  limited  usefulness. 

It  tells  us  nothing  about  the  accounting  process  or  the 
decision  process  in  general;  only  whether  or  not  different 
information  yields  different  decisions  under  specific 
conditions.  On  the  other  hand,  studies  such  as  these  are 
useful  because  they  may  discover  relationships  which  can 
then  be  tested  to  determine  wider  applicability. 

TAX  ALLOCATION  AND  DECISION-MAKING 

Since  195^  the  Internal  Revenue  Code  of  the  United 
States  has  allowed  unrestricted  use  of  accelerated  depre- 
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ciation  methods  for  Income  tax  purposes.  For  a  majority 
of  firms,  acceptance  of  this  method  "reduces  taxes  in 
earlier  years  and  results  in  more  funds  for  the  firm’s 
use  either  temporarily,  as  in  the  case  of  the  single 
asset  firm,  or  permanently,  as  in  the  case  of  the  firm 
which  is  expanding  or  at  least  replacing  used  up  assets. 

The  decision  to  accept  or  reject  this  method  of  tax  al¬ 
location  has  been  found  to  have  behavioral  implications. 

The  three  studies  reviewed  in  this  section  relate  these 
implications  to  the  organization’s  decision-making  process. 

One  of  the  first  to  investigate  the  reasons  why 
firms  adopted  or  rejected  accelerated  depreciation  was 
Lindhe .  His  study  does  not  provide  specific  conclusions, 
but  it  does  contain  findings  which  have  prompted  others 
to  undertake  work  in  this  area.  Lindhe  found  that  firms 
were  reluctant  to  maintain  different  sets  of  books  for 
tax  and  financial  reporting  purposes,  even  though  this 
practice  would  normally  be  of  maximum  benefit  to  the  firm. 

On  the  basis  of  company  decisions  regarding  de¬ 
preciation  methods.  Sorter  and  Becker  hypothesized  that 
a  firm’s  intolerance  to  ambiguity  would  be  positively 
related  to  conservatism  in  making  various  accounting  de¬ 
cisions.  Intolerance  to  ambiguity  is  a  psychological 

^Richard  Lindhe,  "Accelerated  Depreciation  for 
Income  Tax  Purposes  -  A  Study  of  the  Decision  and  Some 
Firms  Who  Made  It , ”  Journal  of  Accounting  Research,  I 
(Spring,  1963) ,  P .  139 • 
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concept  denoting  a  desire  to  avoid  that  which  is  vague  or 
undefined.  The  results  of  their  study  largely  support 
acceptance  of  this  hypothesis. 

The  concept  of  a  learning  set  is  introduced  by 
Livingstone  to  explain  relationships  he  has  discovered 
between  the  rates  of  return  specified  for  electric  utility 
companies,  and  the  rate  base  valuation  method  used.  His 
findings  indicated  that  regulatory  bodies  who  accepted 
asset  valuations  other  than  historical  cost  tended  not 
to  be  functionally  fixated  on  the  net  revenue  figure  in 
determining  rates  of  return.  In  other  words,  they  made 
adjustments  for  the  depreciation  method  employed. 

Livingstone  concluded  that  this  was  because  these  boards 
had  already  learned  to  adjust  in  another  area  of  accounting, 
that  being  the  method  of  asset  valuation. 

Lindhe 

A  study  undertaken  by  Richard  Lindhe  indicated 
that  a  considerable  number  of  U .  S.  firms  opted  to  retain 
straight-line  depreciation  following  the  195^  ruling  of 
the  Internal  Revenue  Service.^  Lindhe  conducted  a  survey 
in  an  attempt  to  determine  why  firms  adopted  or  rejected 
accelerated  depreciation.  Although  his  results  did  not 
lead  to  specific  conclusions,  some  of  his  findings  have 
important  implications  for  behavioral  accounting  research. 
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113 

’’Possibly  the  strongest  force  found  in  this  study 
was  the  pressure  to  record  depreciation  on  the  same  basis 
for  both  tax  and  book  purposes."'* 11  This  applied  to  firms 
accepting  or  rejecting  accelerated  depreciation  methods. 

In  explaining  this  reluctance  to  keep  two  sets  of  books, 
Lindhe  concluded  that  some  firms  did  not  want  to  make  profit 
figures  look  worse.  Also,  the  presence  of  profit  sharing 
plans  deterred  some  firms,  as  did  a  desire  on  the  part  of 
others  to  report  depreciation  which  more  closely  fit  the 
physical  wear  and  obsolence  of  assets. 

Sorter  and  Becker 

The  basic  proposition  of  Sorter  and  Becker  is  the 

existence  of  a  "corporate  personality"  which  influences 

12 

company  decisions.  They  attempted  to  determine  this 
corporate  personality  through  analysis  of  accounting  and 
financial  reports.  Their  findings,  although  not  all 
statistically  significant,  strongly  favour  acceptance  of 
the  hypothesis  that  firms  exhibit  consistent  and  pre¬ 
dictable  behavioral  attitudes  in  their  decisions. 

Sample  firms  were  initially  categorized  on  the 
basis  of  the  depreciation  method  used  for  taxation  pur¬ 
poses  and  for  financial  statements.  It  was  assumed  that 

11Ibld . ,  I,  p.  147 . 

12 

George  H.  Sorter  and  Selwyn  W.  Becker,  "Corporate 
Personality  as  Reflected  in  Accounting  Decisions:  Some 
Preliminary  Findings,"  Journal  of  Accounting  Research, 

II  (Autumn,  1964),  pp .  183-196. 
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maximum  benefit  would  accrue  to  firms  who  used  acceler¬ 
ated  depreciation  for  tax  purposes  and  straight  line  de¬ 
preciation  for  financial  statements.  (This  type  of  firm 
is  denoted  by  the  symbol  A/S.  Similar  symbols  are  used 
for  the  other  possible  combinations.) 

The  data  collected  indicated  that  many  firms  used 
A/A  or  S/S  combinations.  The  researchers  attributed  this 
less  than  optimal  decision  to  "intolerance  to  ambiguity." 

In  other  words,  the  firms  were  "anxious"  about  using  two 
sets  of  books.  The  A/A  firms  were  classed  as  more  tolerant 
than  the  S/S  firms  because  they  had  at  least  undertaken  a 
change  in  method  which  maximized  long-run  profits.  The 
order  of  increasing  intolerance  to  ambiguity  -was  thus, 

A/S,  A/A,  and  S/S.  (The  one  firm  which  indicated  an  S/A 
combination  was  eliminated.) 

On  the  basis  of  this  classification,  it  was  hypo¬ 
thesized  that  there  was  a  positive  correlation  between 
conservatism  and  intolerance  to  ambiguity.  Four  variables 
were  selected  for  testing  this  hypothesis;  debt/asset  ratios, 
liquidity  position,  attitude  towards  controversial  ac¬ 
counting  Issues,  and  authoritarian  psychological  attitudes. 

It  was  hypothesized  for  example,  that  the  "Debt/Asset  ratios 
of  S/S  firms  are  smaller  than  the  Debt/Asset  ratios  of  A/A 

firms,  which  In  turn,  are  smaller  than  the  Debt/Asset 

IS 

ratios  of  A/S  firms."  Similar  hypotheses  were,  formed 

13Ibid.  , 
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with  respect  to  the  remaining  three  variables. 

The  results  of  the  study,  after  correction  for 
industry  variation,  lend  substantial  support  to  the  first 
two  hypotheses.  The  hypotheses  concerning  attitudes  to¬ 
wards  controversial  accounting  issues  and  authoritarian 
psychological  attitudes  were  both  rejected.  The  latter 
leaned  strongly  in  the  expected  direction  but  lacked  the 
statistical  significance  required  for  acceptance.  Although 
these  results  do  not  confirm  the  existence  of  a  "corporate 
personality,"  they  have  convinced  Becker  and  Green  that 
the  concept  deserves  further  research. 

Livingstone 

At  first  glance,  the  relationships  evaluated  by 

Livingstone  appear  to  resemble  those  studied  by  Bruns, 

14 

Dyckman,  and  Sorter  and  Becker.  Livingstone,  however, 
carried  his  investigation  a  step  further  and  attempted 
to  explain  why  different  decisions  were  associated  with 
alternate  accounting  methods .  In  the  study  reviewed 
here,  he  found  significant  relationships  between  accounting 
methods  and  decisions  based  on  the  resulting  information. 
His  explanation  of  the  findings  drew  on  the  decision- 
model  of  Ijiri,  Jaedicke,  and  Knight;  particularly  the 
concept  of  functional  fixation. 

The  subjects  in  Livingstone’s  correlational  study 

^ John  L.  Livingstone,  "A  Behavioral  Study  of  Tax 
Allocation  in  Electric  Utility  Regulation,"  The  Accounting 
Review,  XLII  (July,  196?),  pp .  544-552. 
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were  electrical  utility  regulatory  boards.  The  independent 
variable  was  the  tax-allocation  method  prescribed  by  these 
boards  and  the  dependent  variable  was  the  rate  of  return 
decisions  handed  down  by  these  governing  regulatory  bodies. 

His  data  consisted  of  ninety  rate  case  decisions 
involving  sixty-four  electric  utility  companies.  The 
period  195^-61  was  selected  because  tax  laws  relevant  to 
accelerated  depreciation  remained  unchanged  over  that 
period.  Two  adjustments  were  necessary  to  bring  the  data 
to  a  common  base.  These  adjustments  allowed  computation 
of  what  Livingstone  has  termed,  equivalent  rates  of  return, 
as  opposed  to  ra w  rates  of  return  obtained  without  adjust¬ 
ment  . 

The  adjustments  involved  alternate  rate  base  val¬ 
uations  and  tax  allocation  methods.  The  former  was 
divided  into  three  classes.  Original  cost  denotes  the 
usual  historical  cost  base  for  valuing  assets.  Re¬ 
production  cost  refers  to  replacement  costs,  and  fair 
value  is  a  composite  of  original  and.  reproduction  cost. 

The  tax  allocation  methods  were  also  divided  into  three 
categories:  flow  through,  normalizing,  and  straight 

line  . 

In  order  to  remove  the  effects  of  rate  base  val¬ 
uation  methods  from  the  analysis,  Livingstone  subdivided 
the  data  into  three  classes  according  to  the  valuation 
method  used.  He  then  tested  for  significant  differences 
among  the  raw  rates  of  return  and  the  equivalent  rates 
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of  return  in  each  class.  His  findings  are  summarized 
in  the  table  below. 

Differences  in  the  Rates  of  Return  Under 

lb 

Alternative  Tax-Allocation  Methods 


Rate  Base  Class 

Raw  Rates  of 

Return 

Equivalent  Rate: 
of  Return 

Original  Cost 

Not  significant 

Significant 

(0.40  level) 

(0.01  level) 

Fair  Value 

Significant 

Not  significant 

(0.01  level) 

(0.80  level) 

Reproduction  Cost 

Significant 

Not  significant 

(0.13  level) 

(0.40  level) 

His  findings  indicated  that  raw  rates  of  return 


did  not  differ  significantly  among  companies  that  oper¬ 
ated  under  original  cost  rate  base  valuation.  When  these 
returns  were  converted  to  a  common  tax  allocation  method, 
the  differences  were  significant.  The  results  for  fair 
value  and  reproduction  cost  jurisdictions  were  the  opposite. 

Livingstone  argued  that  these  findings  run  counter 
to  expectations  "that  regulatory  agencies,  given  the  same 
method  of  rate  base  valuation,  have  a  common  target  rate 
of  return."1^  It  appeared  that  original  cost  jurisdictions 
based  their  decisions  on  raw  rates  of  return  while  fair 


■^Ibid . 

,  XLII,  p. 

548 . 

16T,  .  , 
Ibid . 

,  XLII,  p. 

547- 
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value  and  normalizing  boards  used  equivalent  rates  of 
return  as  a  target .  Livingstone  concluded  that  the 
latter  group  were  able  to  "see  through/'  or  adjust  for 
the  effects  of  alternative  tax  accounting  methods,  while 
original  cost  agencies  were  not  able  to  make  this  adjust¬ 
ment  . 

In  attempting  to  explain  the  results,  Livingstone 
first  suggested  the  possibility  that  original  cost  jur¬ 
isdictions  had  switched  depreciation  methods  more  recently, 
thus  not  allowing  time  for  adjustment.  Examination  of  the 
data  regarding  such  switches  did  not  uphold  this  explan¬ 
ation.  Lacking  a  quantifiable  explanation,  Livingstone 
turned  to  the  behavioral  sciences  and  found  that  the  con¬ 
cept  of  "functional  fixation”  offered  a  logical  explanation. 

He  hypothesized  that  once  users  of  accounting  infor¬ 
mation  learned  to  adjust  for  one  set  of  alternative  ac¬ 
counting  methods,  they  more  readily  adjusted  to  others. 

Thus,  original  cost  boards,  having  not  adjusted  to  a  new 
rate  base,  may  have  been  functionally  fixated  on  net 
operating  revenue.  Accelerated  depreciation  changes  the 
value,  but  not  the  name. 

Users  who  had  adjusted  to  a  new  rate  base  val¬ 
uation  method  may  be  said  to  have  formed  a  learning  set. 
Having  solved  one  problem  dealing  with  alternative  ac¬ 
counting  methods,  they  were  better  able  to  solve  related 
problems.  Livingstone  has  concluded  by  offering  the 
learning  set  concept  as  an  extension  to  the  'Ijiri, 
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Jaedicke,  and  Knight  decision-making  model. 

Analysis 

Decisions  involving  depreciation  methods  provide 
one  of  the  few  opportunities  for  behavioral  accountants 
to  conduct  correlational  studies  under  relatively  con¬ 
trolled  conditions.  The  permitted  change  to  a  new  tax 
allocation  method  was  tied  to  a  specific  date,  and  other 
conditions  remained  constant.  The  studies  reviewed  here 
have  taken  advantage  of  this  situation. 

Lindhe’s  study,  although  not  designed  as  a  behav¬ 
ioral  study,  uncovered  some  interesting  implications 
regarding  organizational  behavior.  He  did  not  continue 
this  line  of  investigation  and  the  task  of  validating  and 
explaining  his  findings  was  carried  out  by  others. 

The  correlational  study  of  Sorter  and  Becker  is 
difficult  to  criticize  on  the  basis  of  methodology. 

Their  sample  included  all  major  U.  S.  firms  and  their 
response  rate  exceeded  ninety  per  cent.  Further  research 
will  be  necessary  before  their  results  can  be  applied 
to  smaller  firms  or  to  those  outside  the  United  States, 
but  this  does  not  significantly  limit  the  usefulness  of 
their  study. 

The  findings  of  Sorter  and  Becker’s  study  display 
weaknesses  common  to  most  correlational  research.  There 
has  been  no  attempt  to  determine  the  existence  or  direction 
of  a  cause  and  effect  relationship.  Also,  they  attempted 
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to  relate  corporate  personality  to  only  one  variable, 
the  depreciation  method.  There  was  little  attempt  to 
determine  conditions  under  which  firms  might  not  wish  to 
maximize  profits,  nor  were  differences  in  income  among 
the  different  groups  of  firms  examined.  The  organization¬ 
al  setting  within  which  decisions  were  made  is  another 
area  which  could  have  'been  investigated.  In  summary,  their 
study  indicated  some  interesting  relationships,  but 
acceptance  of  their  corporate  personality  hypothesis  will 
have  to  await  further  studies  which  test  alternative  in¬ 
dependent  variables. 

Livingstone’s  investigation  of  tax  allocation  in 
the  electric  utility  industry  is  a  good  example  of  con¬ 
structive  inductive  research.  It  is  based  on  a  sound 
conceptual  foundation  provided  by  Ijiri,  Jaedicke,  and 
Knight.  Unfortunately,  it  does  not  provide  answers  re¬ 
garding  the  cause  and  effect  relationship. 

His  explanation  that  some  regulatory  boards  form 
learning  sets  is  reasonable,  but  it  does  not  answer  the 
more  important  question:  why  did  some  boards  make  the 
initial  adjustment  in  the  asset  valuation  method?  Also, 
it  is  questionable  whether  his  findings  can  be  extrapolated 
to  business  firms  which  operate  in  a  somewhat  different 
setting.  Livingstone  has  nevertheless  discovered  an  in¬ 
teresting  relationship  which  may  help  other  researchers 
concerned  with  the  problems  caused  by  the  existence  of 
more  than  one  method  of  accounting  for  certain  events. 
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SUMMARY 

The  studies  reviewed  in  this  chapter  are  primarily 
concerned  with  the  control  and  decision-making  processes. 
Caplan’s  work  is  an  exception.  Within  the  framework  of 
his  previous  model,  Caplan  has  conducted  a  study  which  led 
him  to  conclude  that  both  managers  and  accountants  hold 
rather  traditional  views  of  human  behavior.  He  has  assumed 
that  this  is  the  reason  they  employ  traditional  control 
systems.  No  attempt  has  been  made  by  him  to  relate  the 
view  held  by  accountants  to  specific  dysfunctional  con¬ 
sequences  of  the  systems  they  designed. 

The  studies  of  the  control  process  reviewed  in 
the  second  section  treat  the  techniques  of  control  as 
given.  No  attempt  is  made  to  relate  them  to  the  assump¬ 
tions.  upon  which  they  are  based.  The  results  are  inter¬ 
esting  but  they  are  of  no  value  unless  placed  in  a  wider 
context  encompassing  man’s  behavior  in  general  when  he 
is  subjected  to  controls. 

The  studies  dealing  with  the  accounting  process 
and  decision-making  also  provide  interesting  but  unex¬ 
plained  results.  Neither  Bruns  nor  Dyckman  has  provided 
a  conceptual  framework.  They  simply  hypothesized  that 
presenting  the  same  information  in  different  ways  would 
result  in  different  decisions.  Sorter  and  Becker,  and 
Livingstone,  or  the  other,  hand,  attempted  to  base  their 
work  on  assumptions  deduced  in  the  behavioral  sciences. 

The  concepts  they  employed  included  functional  fixation. 
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learning  set,  and  intolerance  to  ambiguity.  These  latter 
works  provide  valuable  insight  into  the  decision-making 
process,  but  further  research  is  required  in  order  to 
identify  and  explain  the  cause  and  effect  relationships 
involved . 

One  of  the  most  prominent  features  of  inductive 
research  in  behavioral  accounting  is  the  lack  of  synergy 
among  studies.  The  use  of  Lindhe ’ s  work  by  Sorter  and 
Becker,  and  Livingstone  provides  only  a  minor  contradic¬ 
tion  to  this  generalization.  Even  when  similar  variables 
have  been  chosen  for  analysis,  there  has  been  little 
attempt  to  relate  the  results  of  one  work  to  those  of 
others . 

It  is  true  that  the  area  of  behavioral  accounting 
is  relatively  new,  but  this  fact  does  not  fully  explain 
the  independent  nature  of  the  work  being  done.  Hofstedt 
and  Kinard  argue  that  behavioral  accounting  requires 

17 

"an  overall  strategy  for  approaching  future  research.” 

On  the  other  hand,  few  would  disagree  with  the  comment 
that  researchers  pursuing  independent  paths  have  been 
responsible  for  some  of  the  most  important  findings  in 
both  the  physical  and  social  sciences.  Whether  or  not 
research  efforts  in  behavioral  accounting  should  be  given 

■^Thomas  R.  Hofstedt  and  James  C.  Kinard,  "A 
Strategy  for  Behavioral  Accounting  Research,"  The  Accounting 
Review,  XVL  (January,  1970),  p.  42. 
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external  direction  is  open  to  question. 

Another  feature  of  this  body  of  accounting  research 

is  the  apparent  bias  towards  psychological  implications. 

Willingham  comments  on  this  bias  in  his  review  of  Bruns 

and  DeCoster's  book  of  readings ,  Accounting  and  Its 

1 8 

Behavioral  Implications.  Although  he  criticizes  these 
authors  for  their  lack  of  attention  to  the  applicability 
of  sociology  and  anthropology  to  accounting,  he  does  not 
suggest  that  they  have  failed  to  include  important  ac¬ 
counting  works  in  these  latter  areas.  He  does  criticize 
them  for  failing  to  include  works  on  organizational 
theory.  In  surveying  the  literature,  the  writer  has  also 
found  an  emphasis  on  the  psychological  implications  of 
accounting.  None  of  the  researchers  has  offered  an  ex¬ 
planation  regarding  this  bias . 

One  additional  point  which  warrants  discussion  is 
the  methods  used  for  testing  hypotheses  and  determining 
relationships.  In  discussing  the  approaches  to  empirical 

verification  in  accounting,  Williams  and  Griffen  identify 
19 

three  methods.  The  first  two  are  analogous  to  the  cor¬ 
relational  and  experimental  methods .  The  third  type  is 
simulation . 

1 8 

John  L.  Willingham,  review  of  Accounting  and  Its 
Behavioral  Implications,  by  William  J.  Bruns  Jr.  and  Don  T. 
DeCoster,  in  The  Accounting  Review,  XVL,  (April,  1970), 

pp.  387-88. 

■^Thomas  H.  Williams  and  Charles  II.  Griffin,  M0n 
the  Nature  of  Empirical  Verification  in  Accounting," 

Abacus ,  V,  (December,  1969)>  P-  158. 
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The  correlational  studies  reviewed  in  this  chapter 
have  attempted  to  indicate  whether  or  not  significant 
connections  exist  between  different  variables.  The 
cause  and  effect  relationships  associated  with  these 
connections  are  usually  not  describable.  The  study  by 
DeCoster  and  Fertakis  is  an  example  of  this  type  of  study. 

Laboratory  experiments  in  behavioral  accounting 

are  primarily  variations  of  the  methods  of  psychological 

inquiry.  According  to  Williams  and  Griffin,  the  majority 

20 

of  conclusions  reached  are  T,only  reasonably  plausible. " 

They  also  point  out  that  the  problem  of  subject  selection 
gives  rise  to  recurring  objections  regarding  this  approach. 

Bonini 1 s  study  is  an  example  of  the  simulation  or 
computer  model  approach.  This  technique  allows  researchers 
to  examine  the  behavior  patterns  of  numerous  variables 
under  a  variety  of  postulated  conditions.  The  writer  agrees 
with  Williams  and  Griffin  that  this  approach  may  prove  to 
be  the  most  useful  form  of  investigation  and  verification  in 
accounting  research. 
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Ibid. ,  V,  p.  156. 


CHAPTER  VI 


SUMMARY,  CONCLUSIONS,  AND  RECOMMENDATIONS 

The  purpose  of  this  thesis  is  to  facilitate  the 
assimilation  of  behavioral  accounting  research  by  accountants 
and  others  interested  in  this  field.  This  objective  has 
been  accomplished  by:  (1)  a  discussion  of  the  research 
methodologies  employed,  (2)  a  review  of  the  foundations 
in  the  behavioral  sciences,  and  (3)  a  review  and  analysis 
of  some  recent  research  in  behavioral  accounting. 

The  methodology  employed  in  this  thesis  is  based  on 
library  research.  My  analysis  of  the  research  concentrates 
on  assessing  the  appropriateness  of  the  behavioral  assump¬ 
tions  employed  and  the  suitability  of  the  research  tech¬ 
niques  utilized.  Consideration  has  aj-so  been  given  to  the 
contribution  which  a  work  makes  to  a  unified  theory  of  be¬ 
havioral  accounting.  Additionally,  the  problems  associated 
with  implementing  the  findings  in  separate  practical  settings 
was  kept  In  mind. 

The  writer  is  of  the  opinion  that  individual  be¬ 
havioral  accountants  should  pay  more  attention  to  integrating 
their  work  with  the  work  of  others  in  this  field.  Although 
it  is  impossible  to  eliminate  disagreement  and  confusion 
caused  by  the  lack  of  a  unified  theory  in  the  behavioral 
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sciences,  it  should  be  possible  to  minimize  conflicts 
stemming  from  unfamiliarity  with  terminology  and  research 
methodologies.  I  feel  that  increased  co-operation  among 
behavioral  accountants  will  help  overcome  many  of  the  prob¬ 
lems  resulting  from  their  lack  of  experience  in  this  field. 

•  SUMMARY 


Research  Methodologies 

The  validity  of  research  findings  on  any  subject 
largely  depends  on  the  methodology  employed.  Behavioral 
accounting  is  no  exception.  Knowledge  of  various  approaches 
is  necessary  for  understanding  and  evaluating  this  body  of 
research.  For  this  reason,  a  discussion  of  the  inductive 
and  deductive  methodologies  has  been  included. 

The  deductive  approach  allows  behavioral  accountants 
to  employ  undefined  terms  and  unproven  assumptions  in  order 
to  deduce  theorems.  These  unproven  statements  are  accepted 
as  valid  until  either  they,  or  the  assumptions  upon  which 
they  rest,  are  disproven. 

The  inductive  approach  is  used  for  empirical  ver¬ 
ification.  The  three  approaches  to  testing  hypotheses  are: 
correlational  studies,  experimentation,  and  simulation.  The 
degree  to  which  the  hypotheses  may  be  accepted  as  valid 
depends  on  the  statistical  significance  of  the  relation¬ 
ships  tested.  Acceptance  also  requires  that  variables  have 
been  selected  and  manipulated  properly. 
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Behavioral  Foundations 

Research  in  the  behavioral  sciences  provides  most 
of  the  assumptions  upon  which  behavioral  accounting  is 
based.  Knowledge  of  at  least  some  of  the  important  works 
in  this  area  enables  one  to  better  understand  and  eval¬ 
uate  behavioral  accounting. 

The  review  of  behavioral  literature  has  been 
divided  into  two  main  areas;  human  and  organizational  be¬ 
havior.  The  review  of  human  behavior  traced  the  develop¬ 
ment  of  theories  about  the  nature  of  man  starting  with 
the  rational  economic  assumptions  summarized  by  McGregor 
in  his  Theory  X.  Much  of  current  accounting  practice  is 
based  on  these  traditional  assumptions. 

Students  of  this  school,  including  Taylor,  assumed 
that  man  was  motivated  by  material  rewards.  Controls 
were  viewed  as  necessary  to  overcome  man’s  basic  tendencies 
to  be  irrational.  Mayo  discovered  some  contradictions  to 
this  theory,  thus  giving  rise  to  the  human  relations  approach. 
This  set  of  assumptions  held  that  man  placed  importance  on 
social  as  well  as  material  needs.  The  results  of  Mayo’s 
studies  led  him  to  conclude  that  worker  productivity  was 
controlled  largely  by  informal  social  norms. 

Maslow  arranged  man’s  material  and  social  needs  in 
a  hierarchy  with  physiological  needs  appearing  as  the 
lowest  level.  As  well  as  safety,  love,  and  esteem  needs, 
in  that  order,  he  included  the  need  to  self -actualize- . 

Catering  to  this  need  was  viewed  as  the  optimum  method  of 
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motivating  workers.  Herzberg  developed  much  the  same 
framework  as  Maslow,  but  he  Included  only  two  classes  of 
needs,  hygiene  factors  and  motivators. 

More  recent  theories  regarding  the  nature  of  man 
have  tended  away  from  attempts  to  neatly  categorize  human 
behavior.  The  result  is  a  set  of  assumptions  referred  to 
as  complex  man.  These  assumptions  encompass  man’s  numerous 
and  variable  needs. 

Organization  theory  has  evolved  in  a  manner  similar 
to  theories  concerning  individual  behavior.  The  goal  of 
profit  maximization  has  been  replaced  by  the  concept  of 
multiple  goals  postulated  by  Cyert  and  March.  These  goals 
are  actually  sub-goals  of  the  over-all  objective  of  survival. 
They  are  set  by  a  coalition  of  organization  members  rather 
than  being  implicitly  arrived  at  through  adherence  to  class¬ 
ical  economic  theory. 

Accounting  researchers  who  draw  on  the  behavioral 
sciences  must  be  aware  of  the  weaknesses  inherent  in  this 
body  of  knowledge.  Many  behavioral  theories  and  assumptions 
are  open  to  criticism  because  they  either  cannot  be  tested, 
or  else  have  not  been  tested  in  an  appropriate  manner. 

Maslow’ s  hierarchy  of  needs  is  an  example  of  the 
former.  How  does  one  determine  whether  or  not  man  exper¬ 
iences  higher  level  needs  only  when  his  physiological  needs 
have  been  fulfilled?  It  is  unlikely  that  our  society  would 
condone  an  experiment  in  which  subjects  were  deprived  of  the 
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physical  necessities  of  life.  Even  if  these  conditions 
were  found  in  a  natural  setting ,  the  unique  conditions  in¬ 
volved  would  severly  limit  extrapolation  of  the  results. 
Thus,  the  practical  impossibility  of  validating  Maslow’s 
basic  building  block  casts  doubt  on  the  work  of  those  who 
employ  this  theory  in  describing  or  predicting  human  be¬ 
havior  . 

Herzberg’s  duel-factor  theory,  unlike  Maslow's 
hierarchy,  is  empirically  based.  There  is  however,  con¬ 
siderable  controversy  in  the  behavioral  sciences  regarding 
the  appropriateness  of  the  research  methodology  employed 
by  Herzberg.^  Accounting  researchers  who  draw  on  studies 
such  as  Herzberg's  must  therefore  consider  the  conditions 
under  which  various  findings  were  reached.  The  setting, 
the  subjects,  and  the  method  of  obtaining  information  are 
examples  of  the  factors  behavioral  accountants  must  con¬ 
sider  whem  employing  the  results  of  behavioral  research. 

Deductive  Behavioral  Accounting  Research 

The  primary  purpose  of  deductive  research  in  be¬ 
havioral  accounting  is  the  integration  of  accounting  and 
the  behavioral  sciences.  One  approach  to  accomplishing 
this  objective  is  the  construction  of  models  which  relate 
the  variables  under  consideration.  Caplan’s  model  is  useful 

^Robert  J.  House  and  Lawrence  A.  Wigdor,  '’Herzberg’s 
Duel-Factor  Theory  of  Job  Satisfaction  and  Motivation:  A 
Review  of  the  Evidence  and  a  Criticism,"  Personnel  Research, 

xx  (1967)  ,  pp.  369-89. 
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for  the  broad  perspective  it  provides,  but  the  undefined 
nature  of  many  of  the  variables  employed  indicates  that 
greater  benefit  may  accrue  from  attempts  to  construct 
more  specific  models,  such  as  that  of  Ijiri,  Jaedicke,  and 
Knight.  The  weaknesses  which  derive  from  a  failure  to 
incorporate  relevant  variables  are  exemplified  by  Golembiewski 1 s 
model  which  implicitly  assumes  that  organizations  can  be 
conveniently  divided  into  entities. 

A  second  approach  to  integrating  accounting  and  the 
behavioral  sciences  involves  identifying  undesirable  features 
in  existing  systems  and  then  drawing  on  the  behavioral 
sciences  in  order  to  design  a  system  which  is  behaviorally 
sound.  Identification  of  numerous  dysfunctional  consequences 
of  traditional  accounting  systems  is  not  difficult  as  evi¬ 
denced  by  the  work  of  Ridgway .  The  problem  lies  in  explain¬ 
ing  the  cause  and  effect  relationships.  Perhaps  it  is  not 
the  system  which  is  at  fault,  but  rather  the  manner  in  which 
it  is  applied.  Until  questions  such  as  these  are  answered, 
proposals  for  new  systems  will  be  of  questionable  value. 

The  identification  of  relevant  variables  and  con¬ 
cepts  In  the  behavioral  sciences  is  a  prerequisite  to  con¬ 
structing  behavioral  accounting  models  and  designing  new 
accounting  systems.  The  discussion  of  the  budgetary  process 
by  Becker  and  Green,  and  Stedry  is  an  attempt  to  Isolate  and 
analyze  some  of  these  variables  and  concepts.  Their  work 
exemplifies  the  problems  inherent  in  applying  behavioral 
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factors  to  accounting.  First,  there  is  a  lack  of  agreement 
among  behavioral  scientists  in  many  areas.  Secondly,  some 
studies  in  the  behavioral  sciences  have  been  conducted  under 
conditions  which  limit  the  extent  to  which  the  results  can 
be  extrapolated  to  certain  business  settings.  The  net  re¬ 
sult  is  wasted  effort  on  the  part  of  accountants  who  in¬ 
corporate  behavioral  assumptions  without  properly  qualifying 
them . 

The  works  of  Likert,  and  Brummet ,  Flamholtz,  and 
Pyle  cover  all  the  stages  of  theory  development  discussed 
above.  They  have  identified  variables,  deduced  relationships, 
and  developed  an  operational  system.  Their  efforts  contain 
all  of  the  strengths  and  weaknesses  inherent  in  each  of  these 
stages . 

Inductive  Behavioral  Accounting  Research 

The  main  objective  of  inductive  research  is  to  validate 
the  assumptions  upon  which  deductive  research  is  based  and 
to  discover  relationships  which  give  rise  to  new  assump¬ 
tions.  Caplan's  study  evaluated  the  assumption  that  ac¬ 
countants  hold  traditional  views  of  behavior.  Knowledge  of 
these  beliefs  is  an  essential  foundation  for  analyzing 
existing  and  proposed  accounting  systems.  In  particular,  the 
attitudes  of  accountants  may  influence  the  manner  in  which 
the  system  is  applied.  The  importance  of  this  topic  re¬ 
quires  that  further  research  be  conducted  utilizing  approaches 
other  than  the  interview  technique  employed  by  Caplan. 
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Empirical  verification  in  the  area  of  motivation 
and  control  has  been  beset  with  problems  of  methodology. 

All  of  the  studies  reviewed  display  weaknesses  which  raise 
doubts  regarding  the  validity  of  the  findings.  These 
methodological  weaknesses ,  particularly  subject  selection, 
are  also  present  in  the  studies  of  the  decision  process  by 
Bruns  and  Dyckman.  The  failure  on  the  part  of  these  latter 
researchers  to  provide  a  sound  conceptual  base  further 
limits  the  usefulness  of  their  work. 

The  correlational  studies  regarding  tax-allocation 
and  decision  making  have  overcome  many  of  these  problems . 
Sorter  and  Becker,  and  Livingstone  have  provided  a  more 
sound  conceptual  base,  and  their  settings  are  more  real¬ 
istic  .  Testing  of  alternative  independent  variables  is 
required  before  the  cause  and  effect  aspect  of  the  relation¬ 
ships  they  discovered  can  be  evaluated. 

CONCLUSIONS 

Behavioral  accounting  research  is  characterized  by 
inexperience  on  the  part  of  the  researchers.  This  inex¬ 
perience  is  reflected  in  the  shallow  nature  of  the  research 
to  date.  Investigations  have  touched  on  numerous  topics, 
but  have  failed  to  provide  any  conclusive  results.  Part 
of  the  reason  is  the  lack  of  a  unified  theory  in  the 
behavioral  sciences.  Other  difficulties  are  due  to  a  lack 
of  knowledge  among  behavioral  accountants  regarding  existing 
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behavioral  research  and  the  appropriate  use  of  research 
techniques.  Concerning  these  latter  points,  the  following 
observations  may  be  noted: 

1.  Behavioral  accounting  research  to  date  reflects 
a  lack  of  agreement  among  researchers  regarding  the 
identification  and  definition  of  relevant  variables  and 
concepts  in  the  behavioral  sciences.  Consider  for  example, 
StedryTs  argument  that  it  is  unreasonable  for  Becker  and 
Green  to  discuss  the  impact  of  participation  budgets  on 
behavior  without  discussing  the  relative  merits  of  dif¬ 
ferent  leadership  styles.  Becker  and  Green  in  turn,  specify 
conditions  under  which  participation  budgets  can  increase 
performance.  In  sum,  their  differences  appear  to  result 
from  a  lack  of  agreement  regarding  the  input  variables, 
rather  than  from  a  fundamental  difference  in  budgeting 
philosophy . 

2.  It  is  virtually  impossible  to  develop  successful 
all-purpose  strategies  for  specific  accounting  functions. 
Various  researchers  have  concentrated  on  one'  variable 

such  as  variance  controls,  responsibility  accounting,  or 
budgets.  This  approach  ignores  the  fact  that  behavior  is 
affected  by  numerous  factors  Including  organizational 
structure  and  group  dynamics,  leadership  style  and  per¬ 
sonality,  as  well  as  numerous  environmental  factors.  In 
other  words,  behavioral  accounting  researchers  have  failed 
to  consider  the  differential  impact  of  key  variables  not 
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given  explicit  attention  in  their  argument. 

3.  Techniques  of  empirical  verification  have  been 
crudely  applied' by  behavioral  accountants.  An  example  is 
the  method  employed  by  Sorter  and  Becker  to  test  their 
hypotheses  concerning  corporate  intolerance  to  ambiguity. 

A  questionnaire  designed  to  measure  individual  intolerance 
to  ambiguity  was  sent  to  sample  firms  and  the  results  were 
interpreted  as  a  measure  of  the  firm’s  intolerance  to 
ambiguity.  Also,  the  use  of  student  subjects  by  both 
Bruns  and  Dyckman  casts  doubt  on  the  validity  of  their 
findings.  In  my  opinion,  field  studies  such  as  those  by 
Sorter  and  Becker,  and  Livingstone  are  generally  more 
appropriate  for  behavioral  accounting  research  than  are 
laboratory  studies. 

RECOMMENDATIONS 

The  weaknesses  displayed  by  behavioral  accounting 
research  are  common  to  new  fields  of  study.  The  issues 
emphasized  in  this  thesis  concern  the  foundations  in  the 
behavioral  sciences  and  the  research  methodologies  employed. 
I  realize  that  it  is  impossible  to  expect  complete  agree¬ 
ment  In  such  areas  as  terminology  and  the  appropriateness 
of  research  techniques,  but  I  also  feel  that  behavioral 
accounting  research  can  benefit  from  efforts  to  educate 
behavioral  accountants  in  these  areas. 

My  first  recommendation  is  that  accountants  become 
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better  versed  in  the  behavioral  sciences.  Knowledge  of 
this  subject  is  crucial  if  accountants  hope  to  choose  valid 
assumptions.  While  it  is  true  that  this  problem  could  best 
be  solved  by  working  with  behavioral  scientists,  the  fact 
remains  that  these  latter  researchers  have  paid  little 
attention  to  accounting.  By  default,  the  task  falls  on 
the  shoulders  of  accountants. 

Secondly,  I  recommend  that  accountants  educate  them¬ 
selves  in  the  area  of  empirical  research  techniques.  Each 
method  has  its  strengths  and  limitations  depending  on  the 
problem  under  investigation.  Knowledge  of  these  strengths 
and  weaknesses  is  necessary  for  proper  interpretation  of 
results . 

These  objectives  could  be  accomplished  in  a  number 
of  ways.  Perhaps  the  simplest  would  be  seminars  sponsored 
by  the  American  Accounting  Association.  Another  avenue  might 
be  special  courses  offered  by  associations  and  institutes. 

I  do  not  wish  to  argue  the  relative  merits  of  these  ap¬ 
proaches,  but  rather  to  emphasize  my  view  that  accountants 
must  familiarize  themselves  with  these  areas . 

Clearing  these  hurdles  should  alleviate  some  of 
the  problems  associated  with  the  lack  of  co-operation  among 
individual  researchers.  If  such  is  not  the  case,  I  recom¬ 
mend  that  accountants  set  up  a  central  body  for  the  exchange 
of  ideas  and,  if  necessary,  to  encourage  research  in  areas 
deemed  most  productive.  My  justification  for  suggesting  these 
rather  drastic  steps  stems  from  the  neglect  of  behavioral 
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accounting  in  previous  decades. 
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